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CONTROL AND REGULATION OF BANK HOLDING 
COMPANIES 


TUESDAY, JUNE 24, 1952 


House or Representatives, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, dD. C’. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, Messrs. Brown, Rains, Deane, O'Brien, 
Bolling, Fugate, Wolcott, Gamble, Talle, Kilburn, Cole, Hull, Nich 
olson, Widnall, Buffett, and Betts. 

The CHairMan. The committee will be in order. 

We are met this morning to open hearings on H. R. 6504, a bill regu- 
lating bank holding companies. 

(The bill referred to is as follows:) 

[H. R. 6504, 82d Cong., 2d sess. ] 


A BILL To provide for the control and regulation of bank holding companies, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this act may be cited as the “Bank Hold- 
ing Company Act of 1952”. 


DECLARATION OF POLICY 


Sec. 2. It is hereby declared to be the policy of Congress, in accordance with 
which policy all of the provisions of this Act shall be interpreted, to control the 
creation and expansion of bank holding companies; to separate their business 
of managing and controlling banks from unrelated businesses: and generally to 
maintain competition among banks and to minimize the danger inherent in 
concentration of economic power through centralized control of banks; to 
subject the business and affairs of bank holding companies to the same type 
of examination and regulation as the banks which they control; and otherwise 
to provide for more effective regulation and supervision of bank holding com 
panies to the end that their influence and control shall be directed toward the 
continued pursuit of sound policies and the continued maintenance of sound 
financial conditions by their subsidiary banks. 

Before the expiration of five years following the passage of this Act the 
Board of Governors of the Federal Reserve System shall report to Congress the 
results of the administration of this Act, stating what, if any, substantial difficul- 
ties have been encountered in carrying out the purposes of this Act, and any 
recommendations as to changes in the law which in the opinion of the Board 
would be desirable. 

DEFINITIONS 


Sec. 3. (a) “Bank holding company” means (1) any company which now or 
hereafter directly or indirectly owns, controls, or holds with power to vote 15 
per centum or more of :the voting shares of each of two or more banks or of a 
company which is or becomes a bank holding company by virtue of this Act; 
and (2) any company which the Board determines, after notice and opportunity 
for hearing, directly or indirectly exercises (either alone or pursuant to an ar- 
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rangement or understanding with one or more other persons) a controlling in- 
fluence over the management or policies of two or more banks. 

Notwithstanding the foregoing, the term “bank holding company” shall not 
include any mutual savings bank or any corporation all of the stock of which is 
owned by the United States and no bank shall be a bank holding company by 
virtue of the ownership or control of shares in a fiduciary capacity, except where 
such shares are held for the benefit of all or a majority of the persons beneficially 
interested in such bank. 

Nor shall any corporation or community chest, fund, or foundation, organized 
and operated exclusively for religious, charitable, scientific, literary, or edu- 
cational purposes, no part of the net earnings of which inures to the benefit of 
any private shareholder or individual, and no substantial part of the activities 
of which is carrying on propaganda, or otherwise attempting to influence legisla- 
tion, be classed as or held to be a bank holding company. 

(b) “Subsidiary”, with respect to a specified bank holding company, means 
(1) any company 15 per centum or more of whose outstanding voting shares 
(excluding shares owned by the United States or by any company wholly owned 
by the United States) is owned or controlled by such bank holding company; or 
(2) any company the management and policies of which the Board determines, 
after notice and opportunity for hearing, are in fact subject to a controlling 
influence by such bank holding company (either alone or pursuant to an agree- 
ment or understanding with one or more other persons). 

(c) “Company” means any bank, corporation, partnership, joint-stock com- 
pany, business trust, voting trust, association, or any similar organized group of 
persons, Whether incorporated or not, or any receiver, trustee, or other liquidating 
agent of any of the foegoing in his capacity as such; excluding, however, any 
such company which is owned by the United States. 

(d) “Bank” means any national bank or any State bank, banking association, 
savings bank, or trust Company. “State member bank” means any State bank 
which is a member of the Federal Reserve System. “District bank” means any 
State bank organized or operating under the Code of Law for the District of 
Columbia. 

(e) “Board” means the Board of Governors of the Federal Reseve System. 








REGISTRATION, REPORTS, AND EXAMINATION 


Sec. 4. (a) Within ninety days after the effective date of this Act, or within 
ninety days after becoming a bank holding company, whichever is later, each 
bank holding company shall register with the Board on forms prescribed by the 
Board, which shall include such information with respect to the financial condi- 
tion and operations, management, and intercompany relationships of the bank 
holding company and its subsidiaries, and related matters, as the Board may 
deem necessary or appropriate to carry out the purposes of this Act. 

(b) The Board is authorized to issue such regulations and orders as may be 
necessary to enable it to administer and carry out the purposes of this Act and 
prevent evasions thereof. 

(c) The Board from time to time may require reports under oath to keep it 
informed as to whether the provisions of this Act and such regulations and orders 
ssued thereunder have been complied with; and to make examinations of each 
hank holding company and each subsidiary thereof. The Board shall, as far 
as possible, use the reports of examinations made by the Comptroller of the 
Currency, the Federal Deposit Insurance Corporation, or the appropriate State 
bank supervisory authority for the purposes of this section. 





ACQUISITION OF BANK SHARES OR BANK ASSETS 


Sec. 5. (a) It shall be unlawful except with the prior approval of the Board 
(1) for any action to be taken which results in a company becoming a bank 
holding company under sections 3 (a) (1) of this Act; (2) for any bank holding i 
company to acquire, directly or indirectly, any voting shares of a bank; or (3) j 
for any bank holding company or subsidiary thereof other than a bank to acquire 
all or substantially all of the assets of a bank. } 

(b) It shall be unlawful for any bank which is a bank holding company or 
any bank which is a subsidiary of a bank holding company to acquire all or 
substantially all of the assets of any bank except with the prior approval of the 
(1) Comptroller of the Currency if the acquiring bank is a national bank or a 
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District bank, (2) Federal Deposit Insurance Corporation if the acquiring bank 
is an insured nonmember State bank, or (3) the Board in the case of all other 
acquiring banks. 

(c) Before determining whether to approve any acquisition or application 
pursuant to this section, the Comptroller of the Currency, the Federal Deposit 
Insurance Corporation, or the Board, as the case may be, shall notify the bank 
supervisory authority in the State in which the acquiring or applying bank is 
located and shall afford such State banking authority a period of thirty days 
within which to submit a written statement of its views and recommendations 
as to whether such acquisition or application should be approved. Such state- 
ment and recommendation shall be taken into consideration by the Comptroller of 
the Currency, the Federal Deposit Insurance Corporation, or the Board, as the 
case may be, in determining whether to approve any acquisition or application 
pursuant to this section, and such statement and recommendation shall be made 
a part of the record upon which such acquisition or application is approved or 
rejected. 

(d) Notwithstanding any other provision of this section, no application shall 
be approved under this section which will permit (1) any bank holding company 
or any subsidiary thereof to acquire, directly or indirectly, any voting shares 
of, interest in, or all or substantially all of the assets of any bank located outside 
of the State in which such bank holding company or subsidiary thereof maintains 
its principal office and place of business or in which it conducts its principal 
operations; (2) any bank holding company or subsidiary thereof which owns 
or controls in any manner a bank located in a State, the laws of which do not 
nuthorize the operation of branches by banks, to acquire, directly or indirectly, 
any voting shares of or interest in or all or substantially all of the assets of any 
additional bank located in any such State. 


INTERESTS IN NONBANKING ORGANIZATIONS 


Sec. 6. (a) Except as otherwise provided in this Act, it shall be unlawful for 
any bank holding company, after two years from the effective date hereof, to own 
any shares or other securities or obligations of any company other than a bank 
or to engage in any business other than that of banking. The Board is author- 
ized, upon application by a bank holding company, to extend this period from 
time to time as to such company fer not more than one year at a time if, in its 
judgment, such an extension would not be detrimental to the public interest. 
However, nothing herein provided shall be construed to authorize the Board to 
extend any such period beyond a date five years after the enactment hereof or 
five years after a company becomes a bank holding company as provided in 
section 2, whichever is later. 

(b) The prohibitions in this section shall not apply— 

(1) to shares or other securities or obligations owned or acquired by a 
bank holding company in any company engaged solely in holding or operat- 
ing property used by any subsidiary that is a bank in its operations or 
acquired for such future use or engaged solely in conducting a safe-deposit 
business, or solely in the business of liquidating assets acquired from such 
bank holding company and its subsidiaries ; 

(2) to shares, securities, or obligations acquired by a bank holding com- 
pany which is a bank, or its banking subsidiary, in satisfaction of a debt 
previously contracted in good faith, but such bank holding company or its 
subsidiary shall dispose of such shares, securities or obligations within a 
period of two years from the date on which they were acquired or from 
the effective date of this Act, whichever is later; 

(3) to shares, securities, or obligations acquired by a bank holding com- 
pany from any of its subsidiaries, which subsidiary has been requested to 
dispose of such voting shares, securities, or obligations by any Federal or 
State authority having statutory power to examine such subsidiary, but 
such bank holding company or its subsidiary shall dispose of such shares, 
securities, or obligations within a period of two years from the date on 
which they were acquired or from the effective date of this Act, whichever 
is later ; 

(4) to shares or other securities or obligations which are held or acquired 
by a bank, which is a bank holding company, in a fiduciary capacity or which 
are of the kinds and amounts eligible for investment by natural banks under 
the provisions of section 5136 of the Revised Statutes; or 
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(5) to the ownership by a bank holding company of shares or other secu- 
rities or obligations of an investment company which is not a bank holding 
company and which is not engaged in any business other than investing 
in securities: Provided, That if the Board, after notice and opportunity for 
hearing, determines that the ownership or control of such shares, securities 
or obligations of any such investment company is resulting in the violation 
or evasion of any of the purposes or provisions of this Act, it may by order 
require such bank holding company to dispose of all or any part thereof 
forthwith. 





BORROWING BY BANK HOLDING COMPANY OR ITS SUBSIDIARIES 


Sec. 7. From and after the effective date of this Act, it shall be unlawful for 
a bank 

(a) to invest any of its funds in the capital stock, bonds, debentures, or 
other obligations of a bank holding company of which it is a subsidiary or 
a subsidiary of such bank holding company ; 

(b) to accept the capital stock, bonds, debentures, or other obligations of 
a bank holding company of which it is a subsidiary or a subsidiary of such 
bank holding company, as collateral security for advances made to any 
person or company: Provided, however, That any bank may accept such 
capital stock, bonds, debentures, or other obligations as a security for debts 
previously contracted but such collateral shall not be held for a period of 
over two years; 

(c) to purchase securities, other assets or obligations under repurchase 
agreement from a bank holding company of which it is a subsidiary or a 
subsidiary of such bank holding company ; and 

(d) to make any loan or extension of credit to a bank holding company 
of which it is a subsidiary or to a subsidiary of such bank holding company. 

Non-interest-bearing deposits to the credit of a bank shall not be deemed to 
be a loan or advance to the bank of deposit, nor shall the giving of immediate 
credit to a bank upon uncollected items received in the ordinary course of busi- 
ness be deemed to be a loan or advance to the depositing bank, 

The provisions of this section shall not apply (1) to the capital stock, bonds, 
debentures, or other obligations of any company described in section 6 (b) (1) 
of this Act, or (2) any company whose subsidiary status has arisen out of a 
bona fide debt to the bank contracted prior to the date of the creation of such 
status, or (8) any company whose subsidiary status exists by reason of the 
ownership or control of voting shares thereof by the bank as executor, admin- 
istrator, trustee, receiver, agent, or depositary, or in any other fiduciary capacity, 
except where such shares are held for the benefit of all or a majority of the 


ockholders of such bank. 


HEARINGS, INVESTIGATIONS, AND COURT REVIEW OF ORDERS 


Sec. 8. (a) In addition to the hearings authorized in this Act, the Board also 
hall have authority to make such investigations as may be necessary to deter 
ine whether any proceeding under this Act should be instituted against a par 
ticular person or persons, or with respect to a particular transaction or trans 


actions; and the Board shall keep appropriate records of a 


vestigations. 


| hearings and in 


(b) For the purpose of any hearing or investigation under this Act, any 
member of the Board, or any officer thereof designated by it, is empowered to 
administer oaths and affirmations, subpena witnesses, compel their attendance, 
take evidence, and require the production of any books, records, or other papers 
which are relevant or material to the inquiry. Such attendance of witnesses 
and the production of any such papers may be required from any place in any 
State or in any Territory or other place subject to the jurisdiction of the United 
States at any designated place where such a hearing is being held or investigation 
is being made. 

(c) In case of refusal to obey a subpena issued to, or contumacy by, any 
person, the Board may invoke the aid of any court of the United States within 
the jurisdiction of which such hearing or investigation is carried on, or where 
such person resides or carries on business, in requiring the attendance and ~° 
testimony of witnesses and the production of books, records, or other papers. 
And such court may issue an order requiring such person to appear before the 
Soard or member or officer designated by the Board, there to produce records, 
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if so ordered, or to give testimony touching the matter under investigation or in 
question; and any failure to obey such order of the court may be punished by 
such court as a contempt thereof. All process in any such case may be served 
in the judi¢ial district whereof such person is an inhabitant or wherever he 
may be found. No person shall be excused from attending and testifying or 
from producing books, records, or other papers in obedience to a subpena issued 
under the authority of this Act on the ground that the testimony or evidence, 
documentary or otherwise, required of him may tend to incriminate him or sub- 
ject him to penalty or forfeiture; but no individual shall be prosecuted or sub- 
ject to any penalty or forfeiture for or on account of any transaction, matter, 
or thing concerning which he is compelled to testify or produce evidence, docu- 
mentary or otherwise, after having claimed his privilege against self-incrimina 
tion, except that such individual so testifying shall not be exempt from prosecu- 
tion and punishment for perjury committed in so testifying. Any person who 
without just cause shall fail or refuse to attend and testify or to answer any 
lawful inquiry or to produce books, records, or other papers in obedience to thy 
subpena of the Board, if in his or its power so to do, shall be guilty of a mis 
demeanor and upon conviction shall be subject to a fine of not more than $1,000 
or to imprisonment for a term of not more than one year, or both. 

(d) Whenever in the opinion of the Board any person is engaged or about 
to engage in any acts or practices Which Constitute, or will constitute, a violation 
of the provisions of this Act, or of any rule or regulation thereunder, it may 
bring an action in the proper district court of the United States, the district 
court of the United States for the District of Columbia, or the United States 
courts of any Territory or other place subject to the jurisdiction of the United 
States, to enjoin such acts or practices, and upon # proper showing a permanent 
or temporary injunction or restraining order shall be granted without bond. 
The Board may transmit such evidence as may be available concerning such 
acts or practices to the Attorney General, who may, in his discretion, institute 
the necessary criminal proceedings under this Act. 

(e) Any action brought under this section tnay be brought in 
Which any act or transaction constituting a violation occurred or in any distric 
wherein the defendant is found or is an inhabitant or transacts business and 
process in such cases may be served in any other district of which the defendant 
is an inhabitant or wherever the defendant may be found. 

{f) Any person or party aggrieved by an final action of the Board under this 
Act may obtain a review of such order in the circuit court of appeals of the 
United States within any circuit wherein such person resides or has his principal 
place of business, or in the United States Court of Appeals for the District of 
Columbia, by filing in such court, within sixty days after the entry of such order, 
a written petition praying that the order of the Board be modified or set aside 
in whole or in part. A copy of such petition shall be forthwith served upon any 
member of the Board or upon the Board’s secretary at its offices in the city of 
Washington, and thereupon the Board shall certify and file in the court a trans- 
cript of the record upon which the order complained of was entered. Upon the 
filing of such transcript such court shall have exclusive jurisdiction to review all 
questions of fact and of law and affirm, modify, or set aside such order in whole 
or in part. The judgment and decree of the court affirming, modifying, or setting 
aside, in whole or in part, any such order of the Board shall be final, subject to 
review by the Supreme Court of the United States upon certiorari or certification 
as provided in section 1254 of title 28, United States Code. The commencement 
of proceedings to review an order of the Board issued under this Act shall not 
operate as a stay of the Board’s order unless the court otherwise orders. 











PENALTIES 


Sec. 9. Any company which willfully violates any provision of this Act, or any 
regulation or order issued by the Board pursuant thereto, shall upon conviction 
be fined not more than $1,000 for each day during which the violation continues, 
Any individual who willfully participates in a violation of any provision of this 
Act shall upon conviction be fined not more than $10,000 or imprisoned not more 
than one year, or both. Every officer, director, agent, and employee of a bank 
holding company shall be subject to the same penalties for false entries in any 
book, report, or statement or such bank holding company as are applicable to 
officers, directors, agents, and employees of member banks for false entries in any 
books, reports, or statement of member banks under section 1005 of title 18, 
United States Code. 


24324—52——2 
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TECHNICAL AMENDMENTS 





Sec. 10. (a) The last sentence of the sixteenth paragraph of section 4 of the 
Federal Reserve Act, as amended, is amended by striking out all of the language 
therein which follows the colon and by inserting in lieu thereof the following: 
“Provided, That whenever any member banks within the same Federal Reserve 
district are subsidiaries of the same bank holding company within the meaning 
of the Bank Holding Company Act of 1952, participation in any such nomination 
or election by such member banks, including such bank holding company if it is 
also a member bank, shall be confined to one of such banks, which may be 
designated for the purpose by such bank holding company.” 

(b) (1) The eighteenth paragraph of section 9 of the Federal Reserve Act 
is amended by striking out the last sentence of such paragraph. 

(2) The twenty-first paragraph of section 9 of the Federal Reserve Act is 
repealed. 

(c) Subsection (ce) of section 2 of the Banking Act of 1933, as amended, is 
repealed. 

(d) Section 5144 of the Revised Sttautes, as amended, is amended to read as 
follows: 

“Sec. 5144. In all elections of directors, each shareholder shall have the right 
to vote the number of shares owned by him for as many persons as there are 
directors to be elected, or to cumulate such shares and give one candidate as 
many votes as the number of directors multiplied by the number of his shares 
shall equal, or to distribute them on the same principle among as many candi- 
dates as he shall think fit; and in deciding all other questions at meetings of 
shareholders, each shareholder shall be entitled to one vote on each share of stock 
held by him; except that (1) this shall not be construed as limiting the voting 
rights of holders of preferred stock under the terms and provisions of articles 
of association, or amendments thereto, adopted pursuant to the provisions of 
section 302 (a) of the Emergency Banking and Bank Conservation Act, ap- 
proved March 9, 1933, as amended; (2) in the election of directors, shares of its 
own stock held by a national bank as sole trustee, whether registered in its own 
name as such trustee or in the name of its nominee, shall not be voted by the 
registered owner unless under the terms of the trust the manner in which such 
shares shall be voted may be determined by a donor or beneficiary of the trust 
and unless such donor or beneficiary actually directs how such shares shall be 
voted; and (8) shares of its own stock held by a national bank and one or more 
persons as trustees may be voted by such other person or persons, as trustees, in 
the same manner as if he or they were the sole trustee. Shareholders may vote 
by proxies duly authorized in writing; but no officer, clerk, teller, or bookkeeper 
of such bank shall act as proxy; and no shareholder whose liability is past due 
and unpaid shall be allowed to vote. Whenever shares of stock cannot be voted 
by reason of being held by the bank as sole trustee, such shares shall be excluded 
in determining whether matters voted upon by the shareholders were adopted 
by the requisite percentage of shares.” 

(e) The second paragraph of section 5211 of the Revised Statutes is amended 
by striking out the second sentence of such paragraph. 

(f) (1) Subsection (d) of section 26 of the Internal Revenue Code is amended 
to read as follows: 

“(d) BANK HoLpiInGe CoMPpANIEs.—In the case of a bank holding company (as 
defined in the Bank Holding Company Act of 1952), the amount of the earnings 
or profits which the Board of Governors of the Federal Reserve System certifies 
to the Secretary has been devoted by such company during the taxable year to 
the acquisition of readily marketable assets in compliance with section 8 of the 
tank Holding Company Act of 1952. The aggregate of the credits allowable 
under this subsection for all taxable years shall not exceed the amount required 
to be devoted under such section 8 to such purposes, and the amount of the credit 
for any taxable year shall not exceed the adjusted net income for such year.” 

(2) Paragraph (3) of subsection (b) of section 27 of the Internal Revenue 
Code is amended to read as follows: 

“(3) The bank holding company credit provided in section 26 (d).” 

(3) Section 112 (b) of the Internal Revenue Code is amended by adding at the 
end thereof the following: 

“(12) DISTRIBUTIONS AND EXCHANGES PURSUANT TO BANK HOLDING COMPANY 


ACT OF 1952.— 
“(A) Distributions.—In the case of a distribution of property not per- 
mitted to be owned by a bank holding company under the provisions of 
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section 4 of the Bank Holding Company Act of 1952, held by a bank 
holding company on the date of enactment of such Act or thereafter 
legally acquired pursuant to such Act, made pursuant to an order of the 
Board of Governors of the Federal Reserve System authorizing, ap- 
proving or directing such distribution as effectuating the policy of the 
Bank Holding Company Act of 1952, to a shareholder in such bank 
holding company as defined in*such Act, without the surrender by such 
shareholder of stock or securities in such company, no gain to the dis- 
tributee shall be recognized. 

“(B) Exchanges.—No gain or loss shall be recognized if a bank hold 
ing company, pursuant to an order of the Board of Governors of the 
Federal Reserve System authorizing, approving or directing such ex- 
change as effectuating the policy of the Bank Holding Company Act of 
1952, transfers property not permitted to be owned by a bank holding 
company under the provisions of section 4 of such Act, to a corporation 
organized to receive such property solely in exchange for all of the 
stock of such transferee corporation and such stock is distributed forth- 
with in a distribution subject to the provisions of subparagraph (A). 

“(C) Application of Subparagraphs (A) and (B).—The provisions 
of subparagraphs (A) and (B) of this paragraph shall not apply un'ess 
the Board of Governors of the Federal Reserve System shall certify that 
such distribution or exchange was of property not permitted to be 
owned under the provisions of section 4 of the Bank Holding Company 
Act of 1952 and was necessary or appropriate to effectuate the provi- 
sions of such Aet. In such certification, the Board of Governors of the 
Federal Reserve System shall specify and itemize the stock, securities 
or other property so distributed or exchanged.” 

(4) Section 113 (a) of the Internal Revenue Code is amended by adding at 
the end thereof the following: 
(24) PROPERTY ACQUIRED IN DISTRIBUTION PURSUANT TO BANK HOLDING 
COMPANY ACT OF 1952.— 

“(A) If property other than stock or securities is acquired in a dis- 
tribution subject to the provisions of section 112 (b) (12), then the 
basis of such property shall be the same as it would be in the hands of 
the company distributing such property; and an amount equal to the 
adjusted basis which such property had in the hands of such distribut 
ing company at the time of such distribution shall be applied against 
and reduce the adjusted basis of the stock in respect of which the dis 
tribution was made, and if in excess of such basis, such excess shall be 
taxable in the same manner as a gain from the sale or exchange of 
property. 

“(B) If stock or securities is acquired in a distribution subject to the 
provisions of section 112 (b) (12), then the basis in the case of the 
stock in respect. of which the distribution was made shall be appor 
tioned, under regulations prescribed by the Secretary, between such 
stock and the stock or securities acquired in such distribution. 

“(C) Where stock or securities and property other than stock or secu 
rities are acquired in a distribution subject to the provisions of section 
112 (b) (12). subparagraph (A) of this paragraph shall be applied 
before subparagraph (B). 

“(D) If stock is acquired by a bank holding company in an exchange 
subject to the provisions of section 112 (b) (12) (B), then the basis of 
such stocl shall be the same as in the case of the property exchanged ; 
and when, in a distribution subject to the provisions of section 112 (b) 
(12) (A), such stock is acquired by a distributee of such company, 
then the basis shall be determined as though the stock were property 
other than stock or securities. 

“(E) If property is acquired by a corporation in a transfer from a 
bank holding company subject to the provisions of section 112 (b) (12) 
(B), then the basis of such property shall be the same as it would be in 
the hands of such bank holding company.” 

(g) (1) Paragraph 4 of subsection (c) of section 3 of the Investment Com- 
pany Act of 1940 is amended to read as follows: 

“(4) Any bank holding company which is registered with the Board of Gov- 
ernors of the Federal Reserve System pursuant to the Bank Holding Company 
Act of 1952, or any banking subsidiary or any other subsidiary thereof which is 
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exempt from section 4 by reason of the provisions of subsection (b) thereof as 
defined in said Act.” 

(2) Paragraph (11) of subsection (a) of section 202 of the Investment Advisers 
Act of 1940 is amended by changing the words “or any holding company affiliate, 
as defined in the Banking Act of 1933” to read “or any bank holding company, 
as defined in the Bank Holding Company Act of 1952, or any banking subsidiary 
or any other subsidiary thereof which is exempt from section 4 by reason of the 
provisions of subsection (b) thereof as defined in said Act”. 

(h) Subsection (b) of section 2 of the Banking Act of 1933, as amended, is 
amended by adding the following paragraphs: 

(4) which owns or controls, directly or indirectly, either a majority of 
the shares of capital stock of a member bank or more than 50 per centum 
of the number of shares voted for the election of directors of any one bank at 
the preceding election, or controls in any manner the election of a majority 
of the directors of any one bank: or 

“(5) for the benetit of whose shareholders or members all or substantially 


ll of the capital stock of a member bank is held by trustees.” 


SEPARABILITY OF PROVISIONS 


SE 11 If any provision of this Act. or the application of such provision to 
any person or circumstance, shall be held invalid, the remainder of the Act, and 
the application of such provision to persons or circumstances other than those to 

hich it is held invalid, shall not be affected thereby. 

" 


Phe CrarmrMan. T may say this bill was introduced by the chairman 
of the committee because I helieve the purpose it seeks to serve is very 
important. It is not an administration measure as such. If a monop- 
oly is established with regard to money and credit, which may also 
production and distribution of goods, it is a monopoly 
lan any other monopoly in the world. 
d said, “If you let me control the m ney 
of the country, I care not who makes the laws.” 

I have seen the effect of that abroad. The great central banks con- 


trol the industries, and before a man can go into business he must 
establish a line of credit, and even if the banking interests agree that 
thev will furnish the necessary credit to him, he then has to make 


nap} lication, in some of the countries, to the chambers of commerce, 

nd obtain the approval of that branch which would be in competi- 
tion with him in order to establish his industry, his business, and 
that isa very unhealthy thing. 


[ hope it will not ever occur here. IT hope we will always continue 
to do things which will stimulate private enterprise and the competi 
tive spirit of our economy. 

It is for that reason that I introduced this bill. It is not an admin- 
istration bill and we are glad to have those who would have charge of 
administering this bill, if passed, appear before us and give us their 
Views. 

Mr. Clerk, call the first witness. 

The Cierk. Governor Robertson, of the Board of Governors of the 
Federal Reserve Board. 

The CHamman. Come forward, Governor. We are very glad to 
have your views. You may proceed. 
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STATEMENT OF J. L. ROBERTSON, MEMBER, THE BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 





Mr. Rosertson. Mr. Chairman, I am J. L. Robertson, member of the 
Board of Governors of the Federal Reserve System, appearing here 
to voice the views of the Board with respect to proposed bank holding 
company legislation and specifically H. R. 6504. 

I would be delighted to proceed in any manner that would be m 
agreeable to you. I do have a statement which L would like to sn 
if that is agreeable. 

The CuatrMan. You may proceed as you please. 

Mr. Rozerrson. I will read the statement, then, Mr. Chairman, and 
if any questions occur during the reading, please feel free to ask them. 

The subject of bank holding company legislation has had a long 
history. In 1953, Congress enacted provisions for the purpose of 
regulating bank holding companies; but it soon became apparent th uf 
those provisions did not adequately and effectively deal with certain 
problems in this field, and it has been gener: ally recognized that some 
additional legislation is necessary. 

Over the past 15 years Congress has considered numerous bills on 
this subject, ranging all the way from so-called death sentence legisla- 
tion to freeze bills and bills designed only to regulate and restrict 
the operations of bank holding companies. One bill of a regulatory 
nature, S. 829, was favorably reported by the Senate Banking and 
Currency Committee in the Eigthieth Congress. A somewhat similar 
bill, S. 2818, was recommended by the Board of Governors 2 years 
ago. The Senate Banking and Currency Committee held hearings 
on that bill and also on a shorter substitute bill, S. 3547, proposed by 
Senator Robertson. The bill which is now under consideration by 
your committee, H. R. 6504, is in many respects similar to S. 2318, 
although there are some important differences. 

When the Board of Governors was requested by your committee to 
express its views regarding the current bill, the Board felt that the 
time was opportune to undertake a complete reexamination of the bank 
holding company situation and to determine exactly what the prob- 
lems are and what legislation is necessary to meet these problems. 

After intensive study of the matter, the Board reached conclusions 
which were set forth in the letter which the Board’s Chairman ad- 
dressed to your committee on April 11, 1952, and in the memorandum 
which was enclosed with that letter. I hope that letter and its en 
closures will be made a part of the record, since what I have to say 
here today will be for the most part simply an elaboration and expan- 
sion of the approach there outlined. 

The Cuairman. They will be made part of the record. 

(The letter and enclosures referred to are as follows :) 

BoarRD OF GOVERNORS OF THE 
FEDERAL RESERVE SystTEM, 
Washington, April 11, 1952. 


Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Spence: This is in response to Mr. Hallaban’s letters of February 8 
and 11, 1952, requesting the Board’s views with respect to the bill H. R. 6504, 
introduced by you on February 7, 1952, to provide for the control and regulation 
of bank holding companies 
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Briefly stated, and without reference to details, this bill would define a “bank 
holding company” as any company which owns 15 percent or more of the voting 
shares of two or more banks or which is determined by the Board of Governors 
to exercise a controlling influence over two or more banks; require registration of 
such companies and provide for reports and examinations; require the Board’s 
consent, or, in certain cases, the consent of the Comptroller of the Currency or the 
Federal Deposit Insurance Corporation, for the acquisition of bank shares and 
assets by a holding company or for the acquisition of bank asseis bv its subsidiary 
banks; require such companies to divest themselves of nonbanking interests with 
certain exceptions; prohibit borrowings by such companics from their subsidiary 
banks; and contain provisions for investigations, injunctions, judicial review, 
criminal penalties, and necessary technical amendments to existing law. 

As you know, over a long period of years Congress bas from time to time con- 
sidered bil's of various types rclaiing to the regulation of bank holding companies, 
some of which have been recommended or endorsed by the Board of Governors of 
the Federal Reserve System. The Board bas taken the occasien of your com- 
mittee’s request for a report on the present bill to make a careful reexamination 
of this subject in order to determine te basic nature of the actual or potential 
problems relating to bank holding companics, the principles which should govern 
legislation designed to meet these problems, and the extent to which existing law 
is inadequate for this purpose 

The conclusions reached by the Board as the result of its review of this matter, 
in the light of the desirability of keeping new legislation on this subject to a 
minimum, are set forth in the enclosed memorandum entitled ‘‘Extent of Need for 
Legislation for the Regulation of Bank Holding Companies.”’ Also enclosed is a 
table showing information regarding 28 groups of banks in the United States which 
are generally considered as being bank holding company groups. 

As indicated in the enclosed memorandum, the Board believes that the principal 
problems in the bank holding company field arise from two circumstances: (1) 
The unrestricted ability of a bank holding company group to add to the number 
o: its banking units, thus making possible the concentration of a large portion of 
the commercial banking facilities in a particular area under single control and 
management; and (2) the combination under single control of both banks and 
nonbanking enterprises, thus permitting departure from the principle that banking 
institutions should not engage in businesses wholly unrelated to banking because 
of the incompatibility between the business of banking which involves the lending 
of other people’s money and other types of business enterprises. 

In order to meet these basic problems, the Board feels that there are certain 
general principles which should be applied in considering any legislation on this 
subject. These principles, which are more completely stated in the enclosed 
memorandum, are briefly as follows: 


1. The definition of “bank holding company” should cover such companies 
as need to be covered in order to accomplish the desired objectives, including 
companies which control nonmember as well as member banks. 

2. There should be authority for regulation and restriction of acquisitions 
of bank stocks by bank holding companies leading to control or domination of 
additional banks, leaving to the respective States authority further to restrict 
expansion of bank holding companies within their borders. 

3. Bank holding companies should be required to divest themselves of 
their interests in nonbanking enterprises, with certain appropriate exceptions. 

1. Supervision of bank holding companies should be provided by require- 
ment for their registration and by authority in the administering agency to 
obtain necessary information through reports and examinations. 

5. The only essential enforcement measure is provision for criminal 
penalties. 

6. Administration of such legislation should be vested in a single agency 
of the Federal Government to be determined by Congress. 


In the light of these general principles, it is the Board’s view that existing pro- 
visions of law on this subject originally enacted in the Banking Act of 1933 are 
inadequate in two major respects: They do not contain adequate provisions for 
the purpose of regulating and restricting the acqusition of additional bank offices 
by bank holding companies; and they donot provide for the divestment of non- 
banking interests by such companies. In connection with any legislation designed 
to correct these inadequacies, it would be sufficient to provide a definition of 
“bank holding company” similar to the definition of ‘‘holding company affiliate’’ 
contained in present law, which is based primarily on majority ownership of 
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stock, except that (1) the definition should not be limited to companies con- 
trolling only member banks, as is the present definition, but should cover com- 
panies owning nonmember as well as member banks, and (2) a company falling 
within the definition should continue to be regarded as a bank holding company 
as long as it continues to own any bank stocks. 

It is the considered opinion of the Board that the major problems in the bank 
holding company field would be satisfactorily met by legislation limited to provi- 
sions necessary to correct the deficiencies of present law which have just been 
mentioned and to carry out the principles outlined above. It is believed that 
legislation of this kind would not necessitate a revision of existing law on this 
subject, which relates principally to requirements aimed at maintaining the sound- 
ness of member banks in holding company groups. 

The Board wishes to emphasize that it makes no recommendation as to what 
agency should administer legislation of the kind here proposed. It feels that the 
selection of an appropriate agency for this purpose is a matter which should be 
left to the judgment of Congress. 

It will be appreciated if you and your committee will give consideration to the 
statement of the Board’s views as above outlined and as more fully stated in the 
enclosed memorandum. The Board will, of course, be glad to render all assistance 
possible in an effort to work out specifie proposals for legislation of this kind. 

As you will observe, the approach to bank holding company legislation here 
suggested does not accord in certain respects with the approach represented by the 
bill, H. R. 6504, or with the approach heretofore taken by the Board with respect 
previously considered bills on this subject. As the result of its reexamination of 
this matter, the Board believes that it would be preferable to limit legislation to 
the accomplishment of the objectives and principles above outlined. Neverthe- 
less, if your committee should wish to proceed on the basis of the approach of 
H. R. 6504, the Board would like to mention for your consideration certain 
respects in which it believes that this bill should be changed or modified. 

The definition of ‘bank holding company” in section 3 of the bill is much 
broader than would seem to be necessary to accomplish the purposes of the legis- 
lation. It would cover an unknown number of companies which would not need 
to be subjected to regulation. As heretofore indicated, it is believed that a defi- 
nition similar to that contained in present law, if expanded to cover nonmember 
as well as member banks, would be adequate, as a minimum, to achieve the objec- 
tives of legislation on this subject. On the basis of presently available facts, such 
a definition would include all companies which are normally considered to be bank 
holding companies. 

Section 3 of the bill excludes from the definition of the term ‘“‘bank holding 
company’’ certain organizations of a religious, charitable, scientific, literary, or 
educational nature. We doubt the desirability of such specific exclusions.  In- 
stead, we suggest that the administering agency should be vested with a limited 
authority to exclude from the definition companies which need not be covered in 
order to accomplish the basic purposes of the legislation and that appropriate 
standards for making such exclusions should be prescribed in the law. 

Section 5 (d) in effeet would prehibit any bank holding company or anv of its 
subsidiaries from acquiring bank shares or bank assets bevond State lines or in 
any State in which the operation of branches by banks is not authorized by State 
law. The Board feels that bank holding company legislation should not be made 
to depend upon laws of the various States enacted with a different type of bank- 
ing in mind. The States should be free to deal with bank holding company oper- 
ations on a different basis from branch banking operations if thev see fit to do so. 
In our opinion, the administering agency should be authorized to permit or deny 
the expansion of bank holding companies in accordance with standards provided 
in the law; and, in addition, the legislation should specifically reserve to the States 
the right to impose further restrictions. upon the expansion of bank holding com- 
panies within their borders. In any event, if the prohibition is retained, it is 
believed that some exception should be made in order to permit emergency take- 
overs of banks where necessary in the public interest. In addition, the provisions 
of the bill on this subject would need clarification with respect to those States in 
which the prohibition is applicable. 

In order to guide the administering agency in giving its consent to acquisitions 
of bank shares and assets by bank holding companies under section 5 of the bill, 
it would be desirable to require that the agency consider certain standards or 
factors, such as the financial history and condition of the applicant and the banks 
concerned, the character of their management, the needs of the community, and 
whether such acquisitions would expand the size of the holding company group in 
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& manner inconsistent with sound banking or with the maintenance of local 
ownership and control of banks and of competition in the banking field. 

Section 6 of the bill, requiring divestment of iterests in nonbanking organiza- 
tions, contains an exception as to ownership of shares or obligations of investment 
companies. Although the administering agency would be given authority to 
require divestment in such cases in order to prevent evasions, it is believed that this 
authorization for unlimited ownership of shares or obligations of investment 
companies should at least be restricted. 

To the extent that section 7 of the bill would completely prohibit any loans by a 
subsidiary bank to its bank holding company, the bill would seem to be unneses- 
sarily restrictive. If any provisions on this subject are deemed necessary, it 
would be preferable to include provisions, similar to those contained in existing 
law (sec. 23A of the Federal Reserve Act), which impose certain limitations as to 
amount and collateral security upon loans which may be made by member banks 
to holding company affiliates or other affiliates of such banks. 

There are a number of other detailed respects in which it is believed it would be 
desirable for the bill to be changed or modified but which it does not seem neces- 
sary to cover specifically in this letter. However, if you should so desire, the 
Board will be glad to submit a memorandum with respect to details of this kind 
or to have its staff work with the staff of vour committee in this connection. 

The Board believes that enactment of legislation for the more effective regula- 
tion of bank holding companies is important and it appreciates this opportunity 
to express its views regarding this matter. 

Sincerely yours, 
Wa. McC. Martin, Jr., Chairman 


ExTrent OF NEED FOR LEGISLATION FOR THE REGULATION OF BANK HOoLpING 
COMPANIES 


Since the enactment of the Banking Act of 1938, which provided for the first 
time certain authority for the regulation of holding companies of banks, a number 
of bills have been introduced in Congress to provide more effective regulation of 
such companies. These bills have varied widely in many respects and have oceca- 
sioned considerable discussion. The most recent is a bill (H. R. 6504) introduced 
by Chairman Spence of the House Banking and Currency Committee on February 
7, 1952 

In the light of the long history of this matter, it appears desirable to reexamine 
the whole problem of bank holding company regulation. For this purpose, it is 
appropriate to consider the present factual situation as to bank holding companies, 
the special problems presented in this field, the principles which should guide 
minimum regulation of the bank holding companies, and the extent to which 
present law is inadequate to carry out these principles. 


FORMS OF MULTIPLE OFFICE BANKING 


There are three forms of multiple office banking; namely, branch banking, 
holding company banking (also commonly called group banking), and chain 
banking. The nature of the organizational structure of branch banking is well 
understood and needs no definition. The term “holding company banking” 
indicates a type of multipleoffice banking in which independently incorporated 
banks are controlled by a corporation or similar organization. The term “chain 
banking” indicates a type of multipleoffice banking in which independently 
incorporated banks are controlled by the same individual or individuals. 

Under existing law, branch bank ng is the only form of multipleoffice banking 
which is under regulation insofar as expansion of banking offices is concerned. 
However, restrictions upon branch banking can be evaded by turning to one of the 
other forms of multipleoffice banking. 

No logical distinction can be made between holding company banking and chain 
banking as means of making possible unrestricted expansion of banking offices 
under single control and management. However, in the case of holding company 
banking, involving as it does the use of a corporate or similar organization, great 
financial power toward expansion may be exercised through control of the manage- 
ment and policies of the holding company. On the other hand, the financial 
power involved in chain banking is limited to the personal means of one individual 
or a small group of individuals, and this places a degree of limitation upon the 
extent to which a chain banking system may expand; and therefore the problem 
of expansion in that field is not as serious as in the field of bank holding companies. 
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FACTS REGARDING BANK HOLDING COMPANIES 





Banks in holding company groups.—There are 28 groups of banks in the United 
States which are generally considered as being bank holding company groups. At 
December 31, 1950, these 28 groups included 367 banks located in 28 States and 
the District of Columbia. The banks had 1,019 branches and deposits aggregat- 
ing $18.5 billion. 

The deposits of the 367 banks represented 12 percent of the deposits of all 
commercial banks in the United States and 16.3 percent of the deposits of all 
commercial banks in the 28 States and the District of Columbia, in which the 
banks were located. The total of 1,386 banking offices operated by the banks 
represented 7.4 percent of the banking offices of all commercial banks in the United 
States and 11 percent of the banking offices of all commercial banks in the 28 
States and the District of Columbia. 

The above data include not only banks controlled by the holding companies 
but also banks which dominate certain of the respective groups or are closely 
associated with them. Some of the latter banks are comparatively large institu- 
tions. 

In addition to the 28 groups, there are a number of cases in which banks are 
controlled by other banks, and some cases in which one or more banks are con- 
trolled by nonbanking organizations, but these cases are not generally regarded 
as involving holding company banking of a type which requires regulation because 
they are not engaged as a business in Managing or controlling banks. 

Expansion of banking offices—The table below shows, for the period 1934 to 
1950, inclusive, information regarding expansion in the number of banking offices 
operated by the banks in 20 of the 28 groups: 

20 groups 


Banking offices Dec. 31, 1933__._...----- Sipe Sas Sh eee Es GEE I oo 
Add: 
Independent banks and branches acquired _- - - - - Pata es aie ae 
De novo banks established eran Se : : ; 11 
De novo branches established... ....-.....-......- : Stee 190 
Key bank of group organized in 1945__________-- : plate’ I 
Obs SeeIOS 3s oe Pe ee a 5 184 
Deduct: 
Independent banks and branches discontinued upon acquisition 2 42 
Group banks and branches absorbed by other group banks and the 
offices discontinued ________-_- ERs None, Bot ead ; 4] 
Banks and branches sold or liquidated____ _..__.____- eh So 81 
Branches Giscontinued.- .. 52. .6 ck. Ne Per A ee Ee 12 
OO IODS 2k i oe ee ck acu ites roused ¢ 206 
pemeena ees Gt 1700 el IR eo ee eek 1, 279 
Net increase, 1934 to 1950, inclusive... ~---_-- EEF Se ee ree 278 


The above figures reflect the net expansion of the 20 groups combined. Several 
of these groups underwent some contraction rather than expansion in number of 
banking offices during the 17-year period. 

The above table includes information with respect to 20 of the 28 groups. 
Information is readily available regarding the 20 groups because they are subject 
to a degree of regulation under present law whereas the other are not. 

Nonbanking interests —At December 31, 1950, there were, in the same 20 groups 
mentioned above, 79 nonbanking organizations with aggregate resources of about 
$500 million. These nonbanking enterprises covered a wide range as to size and 
included some which were not wholly unrelated to the banking business. Among 
the nonbanking enterprises included in these 20 groups were companies engaged 
in the following types of business: Life insurance; home financing; automobile 
financing; installment financing; automobile insurance; fire, auto, and marine 
insurance; real estate; fish catching and processing; manufacturing; investment; 
safe deposit; ownership of bank premises; liquidation of assets; and insurance 
agencies. The extent to which the 20 groups have nonbanking interests varies 
from none at all to rather extensive interests of this kind, 
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PROBLEMS REGARDING BANK HOLDING COMPANIES 








t of the facts set forth above, the problems and potential problems 
as the result of the use of the holding company device in the banking 
1ay be summarized as follows: 

Unrestricted power of expansion.—The ability of a corporation or similar 
orga ut to acquire control of independently incorporated banks makes it 
possible to concentrate under unified control a large portion of the commercial 
banking faciliti na particular area. Control of banks may be acquired either 
by using funds derived from the sale of the share capital of the holding company 
to the public, or by exchanging the shares of the holding company for the shares 
of the individual banks 

b) Combination of banking and nonbanking interests under the same manage- 


ment | e no} 


company device makes it possible to combine under the same 
management control both of banks and of enterprises unrelated to banking. 





Through this means a bank holding company is in & position to expand in the 
nonbanking field. Throt igh this means, also, the management of a bank may be 
‘ 1 to obtain control over the management of nonbanking enterprises and 
th by evade provisions the banking laws which restrict banks from engaging 
in businesses not related to banking. In addition, such situations give rise to a 


potential problem resulting from the possibility of undue use of the credit facilities 
of banks in the group for the benefit of nonbanking enterprises in the group. 





RINCIPLES WHICH SHOULD GOVERN BANK HOLDING COMPANY LEGISLATION 

In order to meet the special problems presented by the facts regarding bank 
holding companies as outlined above, it is believed that regulation of such com- 
panies should be guided by the ales Fel fog set forth below, bearing in mind that, 
in order to avoid undue extension of Federal control over private interests, legis- 
lation s be limited to the minimum extent necessary to meet these special 
probl ns 

1. Coverage.—In defining “bank holding companies’ for the purposes of mini- 
mum regulation of such companies, the definition should be no broader than is 
required to include the holding companies which need to be covered in order to 
accomplish the objectives of such regulation. The definition, however, should 
not be confined to companies controlling only member banks but should cover 








companies controlling any banks, since there are bank holding companies which 
control only 1e anks, and since the problem of concentration of economie 
power exi whether the banks in the group are members or nonmembers. In 
addition, the definition should be so phrased as to provide continued coverage of 
companies included within the definition at the time of the enactment of legisla- 
tion so that such companies would continue to be considered as bank holding 
companies even though they might reduce their stock ownership in the banks 
controlled by them, at least until such time as they might divest themselves of 
ownership of all bank stocks At the same time, there should be a limited author- 
ity in the administering agency to exempt, in accordance with prescribed standards, 
compa which fal] within _ » definition but which need not be subject to regu- 
lation in order to accomplish the desired objectives. 

& Expansion.—There eoebey e authority for the regulation and restriction of 


the acquisition of additional banks by bank holding companies. To this end, the 
acquisitions of bank stocks by a bank holding company, directly or indirectly, 


should be subject to the prior consent of an appropriate Government agency 
which. in giving its consent, should be required to consider = ain factors, includ- 


ing the financial history and condition of the peg unt and the banks concerned, 


i 


the character of their management, the needs of the community, and whether 


the proposed acquisition woul d have the effect of ‘ga the size of the holding 
company group beyond limits consistent with the policy of Congress in favor of 
local ownership and control of banks and competition in the field of banking or 


with odateall ate and sound banking and the public interest. In granting its con- 
sent, the Government agency should be authorized to per such conditions 
as it may deem necessary in the light of its consideration of the above factors to 
assure maintenance of the relative financial status of the holding company and its 
banks and the character of their managements, on the basis of which the pg 
enabled to act favorably on the application to expand. The right of the 


was 
ive States to impose further restrictions upon the expansion of bank holding 


respec 


companies should be clearly reserved. 
3. Nonbanking im terests. There should be provision for the divorcement of the 
banking interests of bank holding companies from interests in nonbanking enter- 


Ing 
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prises, with such exceptions as may be appropriate 
appropriate tax relief where divestment of such nont is requires 
The need for separating banking from nonbanking interests has long been recog- 
nized; and, as previously indicated, divestment of nonbanking interests of bank 
holding companies is necessary to p <b vent abuses of the credit facilities of banks 
resulting from the combination of banking and banking interests under thi 
same management. 

1. Supervision.—Supervision of bank holding companies should go no further 
than is necessary to accomplish the main objectives of : vopuletion of such com 
panies and as incidentally may be appropriate to protect the soundness of banks 
in the holding company ‘groups. However, provision s should be made for regis- 
tration of all bank holding companies and for authority in the administering 
—_. to obtain such information by reports or ssuatnabibed: if necessary, as 

1ay be necessary to enable it to pass judgment on proposed acquisitions, to 
a termine compli: ince, and to keep Congress informed 

5. Sanctions.—The only essential sanction is provision for criminal penalties 
to be enforced through the Department of Justice. 











6. Administering agency.—Since the principal function of administering 
agency, as here proposed, would be limited to aprOvis ig or restraining expansion 
of bank holding companies as heretofore defined, it be belie ved that possible 
arguments for distribution of authority hetweete the arious ig supervisory 


agencies would be overwhelmingly outweighted by the desitabili lity of uniformity 
of policies and procedure and the economy and efficiency result ing , tinea centrali- 


zation of information upon which such decisions can be made. Accordingly, it 
is believed that any legislation to carry out the above principles should provide 
for administration by a single agency of the Federal Government. The Board of 


Governors of the Federal Reserve System makes no suggestion as to which agency 
should have that responsibility but feels that this is a matter for determination by 
Congress. 


Under present law a “holding company affiliate’ is defined as any company 
which owns a majority of the stock of a member bank or whieh owns more than 
50 percent of the number of shares voted in the last election of the directors of 
such bank, or controls in any manner the election of a majority of the bank’s 
directors, or for the benefit of whose shareholders the stock of the member bank 
is held by trustees; but provision is made for exclusion by the Board of Governors 
from the definition of any company determined not to be engaged as a business 
in holding the stock of, or managing or controlling, banks. 

The law provides generally that a holding company affiliate may not vote 
stock owned by it in member banks unless it first obtains a voting permit from the 
Board of Governors, and no such permit may be granted unless the holding com- 
pany affiliate agrees to comply with certain conditions, including re quireme nts 
as to examinations and reports, maintenance of a reserve of readily marketable 
assets, divestment of ownership or control of securities companies, and restrictions 
on dividends by the holding company. The Board is authorized to revoke any 
such voting permit upon violation of provisions of the law or of the conditions of 
such agreements, and in the event of any such revocation, national banks con- 
trolled by the holding company are prohibited from receiving deposits of public 
moneys of the United States and from paying dividends to the holding company 
and controlled State member banks are subject to forfeiture of their membership 
in the System. Other provisions of the law limit member banks in making 
loans to their holding company affiliates and to other affiliates as defined in the 
statute. 





INADEQUACIES OF PRESENT LAW 


The major inadequacies of the present law, as measured by the general principles 
heretofore discussed, are three: 

1. Coverage.—The definition of “holding company affiliate’’ in present law 
is not broad enough to cover companies controlling only nonmember banks 
[In the light of the purposes of regulation of bank holding companies, the 
definition should cover companies which control any banks, whether member 
or nonmember. In other respects, the definition contained in the present 
law seems adequate in the light of the facts to meet the minimum require- 
ments of bank holding company legislation except that, as previously sug- 
gested, it should be phrased to provide continued coverage of all companies 
meeting the definition as of the date of enactment of the legislation, even 
though such companies may subsequently reduce their holdings of bank 





REGULATION OF BANK HOLDING COMPANIES 


stocks. Moreover, since the present definition has been in the statute for 
such a long period of time, it should not be changed unless necessary. 

2. Lack of restriction on expansion.—While the establishment of branches 
by banks requires the consent of some supervisory agency, there is no similar 
requirement as to the acquisition of additional offices by bank holding com- 
panies other than banks. Expansion of bank holding company groups is 
not adequately restricted by the present voting permit procedure, since under 
that procedure it is optional with bank holding companies whether they 
obtain voting permits and, in any event, such permits need not be obtained 
until after additional banks have been acquired. Moreover, as indicated in 
paragraph 1 above, present law does not cover companies controlling only 
nonmember banks. 

3. Nonbanking interests.—There is no provision in existing law which pre- 
vents bank holding companies from acquiring control of varied kinds of 
enterprises unrelated to banking or from engaging in businesses in which 
banks may not themselves engage. 

Legislation which would satisfactorily take care of the above inadequacies in 
present law in accordance with the general principles heretofore stated would 
meet the basic needs for regulation of bank holding companies. It is believed 
that enactment of such legislation would not necessitate any revision of present 
law on this subject. However, if, in the course of administration of the new 
legislation, it should be found that provisions of now existing law should be changed 
in certain respects or perhaps that they might properly be repealed, reeommenda- 
tions to that effect could be made at that time. 





Banking offices and deposits of 28 holding company groups,! Dec. 31, 1950 


Number of banking offices | | Percent of— 


Offices of | Deposits 
group of group 
banks to | banks to 
offices of | deposits of 
Banks |Branches} Total | ; allcom- | all com- 
mercial | mercial 
banks | banks 
| insame | in same 
| State | State 


Name and location (State) of 


holding company Deposits 


| 





Atlantic Trust Co.,? Jacksonville, Fla. 
(includes Atlantic National Bank of 
Jacksonville, because stock of the com- 
pany is trusteed for the shareholders of 
that bank): Florida ; 

BancOhio Corp.,? Columbus, Ohio: Ohio 

Bank Shares Inc.,? Minneapolis, Minn.: 
Minnesota. - ----- -— 

Barnett National Securities Corp.,? Jack- 
sonville, Fla. (includes Barnett Na- 
tional Bank of Jacksonville, because 
the shareholders of that bank and the | 
corporation are the same): Florida 

Baystate Corp.,? Boston, Mass. (includes 
First National Bank of Boston, because | 
the Baystate Corp. controlled banks 
are reported to be generally considered 
as being associated with First National 
Bank of Boston, although there is no 
technical affiliation; First National | 
Bank of Boston owns a4 14.8-percent | 
interest in Baystate Corp.; and the 
chairman of the board of directors of | | | | | 
First National Bank of Boston is also | | | 
chairman of Bay:tate Corp.; Old | | 
Colony Trust Co. also is-included, be 
cause its stock is trusteed for the share- | 
holders of First National Bank of Bos- | | | | 
ton): Massachusetts ESRB RCI S gh, 11 7 84 | 1,605, 103 | 23. 40 36. 65 

Brenton Cos., Inc., Des Moines, Iowa: | | 
Spree meee ey Pe nS ae 

Citizens & Southern Holding Co., 
Savannah, Ga. (includes Citizens «& 
Southern National Bank, because the 
stock of the company is trusteed for the 
shareholders of that bank): Georgia... 


| Thousands 
7 | oy 7 $209, 931 
403, 533 


_ 
© 
oe 
~ 
WwW 
no 





Co 


5 1 6 | 6, 575 a . 28 


7 | 12 19 375, 376 4,37 21.09 


See footnotes at end_of table, p. 18. 
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Banking offices and deposits of 28 holding company groups,! Dec. 31, 1950—Con. 


Number of banking offices Percent of 


Offices of Deposits 








group of group 
Name and location (State) of Denoal banks to | banks to 
} eposits 
holding company , offices of | deposits of 
Banks |Branches| Total ill com- ill com 
mercial mercial 
banks banks 
j in same in same 
| State State 
Equity Corp., New York, N. Y., Morris 
Plan Corp. of America, New York, 
N. Y. (Equity Corp. controls Morris 
Plan Corp. of America): | } Thousands 
District of Columbia 1 ] 2 $49, 649 3. 33 4. 27 
Florida 1 | 1 2 1, 270 1. 00 . 06 
Georgia 1 | 2 3 12, 934 69 70 
Illinois 3 3 63, 305 34 -49 
Massachusetts 3 1 } 5, 362 Lo 12 
New York 5 |} 16 21 95, 953 1.49 . 29 
lennesse¢ ‘ 1 | 2 3 11, 144 .77 4 
Virginia 1 10 1] 65, 740 2. 64 |} 3. 26 
Total (7 States and the District of 
Columbia 16 33 49 305, 357 1.18 52 
First Bank Stock Corp.,! Minneapolis, 
Minn. | 
Minnesota 43 3 46 895, 514 6.71 30. 54 
Montana 12 12 186, 077 10. 91 31. 98 
North Dakota 13 1K 7. 56 13.9 
South Dakota 7 2 9 ) 4.15 9. 06 
Total (4 States) 75 5 SO 1, 205, 944 6. 75 26. 32 
First National Securities Co., in Dallas,? 
Dallas, Tex. (includes First National 
Bank in Dallas, because the stock of 
the company is trusteed for the share- 
holders of that bank): Texas 3 3 461, 584 33 6.18 


First Security Corp.,? Ogden, Utah: 


Idaho ; ] 22 23 133, 807 23. 47 30. 21 
Utah 1 15 16 143, 865 20. 51 24. 40 
W yoming 1 : ] 3, 212 1.89 1.18 
Total (3 States) 3 37 410 280, 884 17. 48 21. 54 
Fort Worth National Co., Fort Worth, 
7 4 “at 


ex. (includes Fort Worth National 
Bank, because the stock of the conipany 
is trusteed for the shareholders of that 








bank): Texas 3 3 224, 507 33 3. O1 
General Contract Corp., St. Louis, Mo 
I}linois ] l 16, 839 1] 13 
Missouri P 4 { 139, 382 67 4 
Tennessee l l 10, 720 26 2 
Total (3 States 6 6 166, 941 .32 85 
Hamilton National Associates, Inc., 
Chattanooga, Tenn. (includes Hamil- 
ton National Bank, Chattanooga, | . 
because it appears to be the principal 
bank of the group and the company 
owns 24 percent of its stock): | 
Georgia eye 4 | 1 1 23 25 
Tennessee z F 9 6 15 3.84 8. 33 
Total (2 States : 10 6 16 176, 044 1. 04 4. 58 
Keystone Corp., Kansas City, Mo. 
includes Commerce Trust Ces 


Kansas City, because a majority of 
the capital stock of the corporation and 
the trust company is held by the same 
sha i] 
Marine Bancorporation,! Seattle, Wash.: 

W ashington 2 34 26 373. 972 13.95 18. 70 
Marine Midland Corp.,? Jersey City, 

N. J.: New York <x 6 19 83 102 1, 169, 500 








See footnotes at end of table, p. 18 
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Mr. Rosertson. Before proceeding to a discusssion of the Board’s 
proposal, I should like to make it clear that the Board does not consider 
bank holding companies to be necessarily undesirable. On the con- 
trary, we are fully aware that in many instances they have performed 
a valuable service in improving the management and condition of the 
banks controlled by them and in prov iding adequate banking fac ilities 
in the areas in which they operate. 

However, the fact remains that the very nature of the holding com- 
pany mechanism makes certain abuses possible and gives rise to certain 
problems which, we believe, should be considered and dealt with by 
Congress. The key to our approach to this matter has been a desire 
to determine what new legislation is necessary not as a maximum. 
but as a minimum, in order to meet these problems. 


NATURE OF THE PROBLEM 


For a clear picture of the situation with which we are dealing, it 
should be recognized at the outset that bank holding companies repre 
sent but one of three types of multiple-office banking. One of these 
is branch banking, which needs no description and which is already 
covered by both Federal and State legislation. Another is chain 
banking, through which a number of independently incorporated 
banks are controlled by the same individual or individuals. ‘The 
third, of course, is holding company banking; and, briefly stated, a 
bank holding company is a corporation or similar organization which 
owns or controls one or more independently incorporated banks 

The Board’s proposals do not include regulation of chain banking; 
and question might be raised as to why chain banking should not be 
restricted as well as holding company banking, since both may involve 
the bringing together of several banks under single management and 
control. 

The answer lies in the fact that in chain banking there are certain 
inherent limitations upon the extent to which expansion is possible. 
In the first place, expansion is limited by the personal financial means 
of a single individual or a relatively small group of individuals. In 
the second place, control by individuals either ceases automatically 
upon the death of those indiv iduals or else control is ultimate ly dif- 
fused among their heirs. 

These inherent limitations do not exist in the case of bank holding 
companies. Through the corporate device, control of banks may be 
acquired either with funds derived from sale of capital to the public 
or = exchange of the holding company shares for ‘the stock of indi- 
vidual banks; and the corporate device also makes possible a perpetua- 
tion of control. In the circumstances, the Board has concluded that, 
on the basis of present facts, there is no pressing need for legislation 
dealing with ¢ hein banking. 

What, then are the reasons for which we believe bank holding com- 
panies should be subjected to regulations and restrictions in addition 
to those provide d by existing law ? 

A table showing figures for 28 bank holding company ane as of 


the end of 1950 was submitted with the Board’s letter « f April 11 to 
your committee. Since the date of the Board’s le ‘tter, we have been 
able to obtain figures as of the end of 1951, and I am submitting here- 
with for the committee’s information a COpV « f the revised table. 
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The revised table indicates that there are in the United States today 
31 groups of banks which are of the type generally regarded as in- 
volving holding company banking. These 31 groups, as of December 
31, 1951, included 388 banks located in 29 States and the District of 
Columbia, with 1,070 branches and deposits aggregating $2014 billion. 

In some of these bank holding company groups there has been con- 
siderable expansion in the number of their banking offices since 1938. 
Also, in some of the groups, the bank holding companies controlled 
not only banks but other types of businesses such as life insurance, 
automobile financing, installment financing, real estate, and manu- 
facturing. 

The mere statement of these facts immediately suggests the two 
major problems, actual or potential, which arise from the existence 
of bank holding companies. One of these is the unlimited ability of 
such a company to expand its banking operations by acquiring addi- 
tional banking offices. Obviously, this means that a large part of the 
commercial banking facilities in a particular area, which may cover 
several States, can be concentrated under the management and con- 
trol of a single corporation. 

The other problem arises from the fact that a bank holding company 
may, without restriction under present law, control not only banks but 
also various other types of enterprises wholly unrelated to the banking 
business. 

Our banking laws have long recognized the desirability of prohibit- 
ing banks from engaging in extraneous business. The usual type of 
nonbanking business enterprise requires a managerial attitude and in- 
volves business risks of a kind entirely different from those involved 
in the banking business. 

Banks, which operate to such a great extent with their depositors’ 
funds, should finance other businesses rather than operate them. 
Moreover, it is not difficult to visualize the danger which would result 
from the improper use of credit facilities of banks for the benefit of 
nonbanking enterprises where both the banks and such enterprises are 
controlled by the same corporation. 

These two possibilities of abuse are in our judgment the only serious 
problems in the bank holding company field. Existing provisions of 
law relating to bank holding companies do not cover these problems. 

Under present law, a bank holding company is subject to regulation 
only if it controls a member bank and only if it desires to vote the 
stock of such bank. If the holding company wishes to vote such stock, 
it must apply to the Board of Governors for a voting permit and, as a 
condition to obtaining such permit, it must agree to submit itself and 
its controlled banks to examination, to establish reserves of readily 
marketable assets, to dispose of all interests in securities companies, 
and to declare dividends only out of actual net earnings. Essentially, 
that is all that present law requires. 

In effect, it makes regulation entirely voluntary on the part of bank 
holding companies; they are free from all restrictions if they do not 
choose to vote the stock of the member banks controlled by them. 
Even if they apply for voting permits—and 20 bank holding company 
groups now hold such permits—the restrictions to which they are 
subject are largely supervisory in nature and are aimed primarily at 
protecting the member banks in the group. There are other provi- 











REGULATION OF BANK HOLDING COMPANIES 21 


sions of existing law which provide for examinations and reports of 
affiliates of member banks and which limit loans made by member 
banks to their affiliates and holding company affiliates. Nowhere in 
existing law, however, is there any provision which prohibits bank 
holding companies from adding to the number of their banks or which 
precludes their having extensive interests in enterprises not related 
to the banking business. 

If these facts are recognized, the extent of the need for legislation 
on this subject becomes clear. All that appears necessary is legisla- 
tion which, without changing existing law, would directly and effec- 
tively provide means for limiting or regulating the acquisition of ad- 
ditional banking offices by bank holding companies and would require 
such companies, with reasonable exceptions, to divest themselves of 
nonbanking interests. 

The Boar d’s letter to the committee outlined six pr inciples or points 
which, in its opinion, should be embodied in minimum legislation of 
this kind. Briefly, those principles relate to coverage, limitation on 
expansion, divestment of nonbanking interests, supervision, enforce- 
ment, and the administering agency. I should like to elaborate a 
little on each of these points in an effort to make entirely clear the 
approach which we have in mind. 


COVERAGE 


One of the principal stumbling blocks in the past has been the mat- 
ter of coverage or definition. Under present law, a company is a 
“holding company affiliate” (1) if it owns or controls a majority of the 
shares of stock of a ren bank, or (2) if it owns or controls more 
than 50 percent of the number of shares voted in the last election of 
directors of a member bank, or (3) if it controls in any manner the 
election of a majority of the directors of a member bank, or (4) if all 
or substantially all of the stock of a member bank is held by trustees 
for the benefit of the shareholders or members of the ¢ ompany. 

The Board of Governors is specifically authorized to exempt from 
regulation any company which it determines is not engaged, directly 
or indirectly, as a business in holding the stock of or managing or 
controlling banks. 

This definition has been in the law for nearly 19 years. For pur- 
poses of the proposed new legislation, we believe that the same 
definition should be applied except to such extent as it may need 
to be broadened in order to cover all companies which ought to be 
subjected to the new legislation. Our study of the bank holding 
company situation has led us to the conclusion that a definition of 
“bank holding company” similar to that in existing law would, with 
but a few changes, be entirely adequate. 

In the first place, it seems clear to us that the definition should 
not be limited to companies which control member banks. The prob- 
lem raised by the unlimited ability of bank holding companies to 
expand in the banking field with resulting concentration of economic@ 
power exists whether or not the banks controlled are member or 
nonmember banks. 

There are today certain holding companies which control only 
nonmember banks and are therefore not covered by the definition 
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of the present law. As a matter of fact, there have been instances 
in which a member bank acquired by such a holding company has 
immediately withdrawn from membership in the System and con- 
sequently the holding company did not become subject to existing 
bank holding company law. We would propose, therefore, that, for 
purposes of the new legislation, the definition of bank holding com- 
pany be expanded to cover a company which owns or controls any 
bank, whether or not a member of the Federal Reserve System. 

Insofar as the definition in present law applies a majority- 
ownership test, we believe that that test would be adequate to cover 
all companies which now need to be regulated. At the present time, 
so far as we know, every company which normally should be con- 
sidered to be a bank holding company owns or controls a majority 
of the stock of at least one bank. If it should later develop that 
there are some companies which do not own more than 50 percent 
of the stock of any one bank, but which should be subjected to regula- 
tion, amendments to the law for that purpose would, of course, be 
possible. However, on the basis of presently known facts, we believe 
that the majority-ownership test would be sufficient to meet the 
minimum requirements of legislation dealing with the two major 
problems which I have mentioned. 

If the definition were based primarily on ownership of 15 percent 
of the stock, as proposed by H. R. 6504, it would include companies 
which would not need to be subjected to regulation in order to achieve 
the basic purposes of the legislation. Its effect would be to cover 
an unknown number of concerns in order to catch a very few, if any, 
so-called fringe organizations or organizations which only potentially 
and theoretically might be expected to embark upon a program of 
controlling banks. 

In two respects a definition based on majority-stock ownership 
would have to be qualified in order to prevent possible evasions. 
First, we would propose that any company which falls within the 
definition as of a specified date prior to passage of the new law 
would continue to be regarded as a bank holding company as long as 
it continues to own any bank stock whatsoever. 

In other words, a company which owns 50 percent or more of the 

‘stock of a single bank at the time specified in the legislation would 
be a bank holding company within the proposed definition; and it 
could not escape regulation by subsequently reducing its stock owner- 
ship to less than a majority. 

In the second place, the definition should cover any successor or- 
ganization so that there could be no escape from regulation merely 
by transferring the holding company’s ownership of bank stocks to 
some other organization which would not itself technically fall within 
the definition. 

In addition to the majority ownership test, we would also suggest 
retention of that feature of the definition in present law which limits 
the coverage of bank holding companies to corporations, business 
trusts, associations, or similar organizations. Again, if it should 
subsequently develop that there are other forms of organizations, such 
as, for example, partnerships or nonbusiness trusts, which ought to 
be covered by the legislation, an appropriate amendment to cover 
such organizations could, of course, be enacted by Congress. 
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As an administrative matter, it would be desirable for the adminis- 
tering agency to have a severely limited authority to exempt from 
the definition of “bank holding company” any company which is de- 
termined not to be engaged as a business in holding bank stocks or in 
managing or controlling banks and which need not be covered in or- 
der to accomplish the purposes of the legislation. If such authority 
is given, the adminisetering agency should be permitted to exercise it 
only in accordance with standards prescribed in the law itself and it 
should be made clear that any such exemption would be subject to 
revocation. 

As distinguished from authority to make exemptions from the defi- 
nition, we feel that the administering agency would not need to have 
any discretion in bringing under coverage of the legislation com- 
panies which may exercise some measure of controlling influence over 
banks even though they do not meet the majority ownership test. 

In the first pla vce, it should be borne in mind that the definition in 
present law which we would retain, with the modifications above men- 
tioned, would cover any company which controls “in any manner” the 
election of the majority of directors of a bank; and, if it should be- 
come important, the exercise of such control would be a question of 

fact for determination by the courts in criminal proceedings for the 

enforcement of the legislation. Furthermore, as previously indi- 
cated, we believe that the majority ownership test would cover all com- 
yanies normally regarded as bank holding companies; if that should 
be found not to be the case, the law would of course be subject to 
further amendment. 


LIMITATION ON EXPANSION 


The second principle of the approach recommended by the Board 
is that there should be authority in some agency of the Federal Gov- 
ernment to regulate and restrict the acquisition of additional banks 
by bank holding companies. For this purpose, we would propose 
that bank holding companies be required to obtain the prior consent 
of the administering agency before acquiring stock of any bank. 

In determining whether to give that consent, the administering 
agency should be required to t: ike into consideration certain standards 
or factors. These standards, which should be specified in the law, 
would be (1) the financial history and condition of the bank holding 
company applying for such consent and of the banks controlled by that 
ComNOY | (2) the: prospects of the holding company and its controlled 
banks; (3) the character of the management of the bank holding com- 
pany and of its controlled banks; (4) the convenience, needs, and 
welfare of the communities and of the area concerned; and, finally, 
(5) whether or not the proposed acquisition would have the effect 
of expanding the bank holding company system beyond limits con- 
sistent with the policy of Congress, which would be stated in the law, 
in favor of local ownership ¢ and control of banks and competition in 
the banking field or with adequate and sound banking or the public 
interest. 

Once the administering agency grants consent to any such acquisi- 
tion of bank stocks on the basis of these factors, there should be some 
assurance that the financial and management factors which induced 
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such consent will continue in the future. Accordingly, in granting 
its consent, the administering agency should be author ized to preser ibe 
such conditions as it deems necessary in order to assure the mainte- 
nance of the relative financial status and character of management of 
the bank holding company and of its controlled banks—conditions, for 
example, such as the maintenance of adequate capital and reserve 
funds. 

It will be observed that we do not propose that the legislation cover 
acquisitions of bank assets, as distinguished from bank stocks. Our 
reasons for this should be explained. If a bank acquires the assets 
of another bank, ordinarily it is for the purpose of converting such 
other bank into a branch of the acquiring bank. In such cases, of 
course, the consent of one of the bank supervisory agencies generally 
would be required under existing law. In those few cases in which 
the acquisition of assets would not result in the establishment of a 
branch but would have the effect of eliminating the bank whose assets 
are acquired, the matter should be covered, not by bank holding com- 
pany legislation, but by provisions of Federal law already on the books 
which make acquisitions of bank assets by banks subject to approval by 
the appropriate supervisory agency, that is, the ( ‘omptroller of the 
C = rency, the Federal Deposit Insurance Corporation, or the Board 
of Governors. Those provisions are contained in the Federal De- 
posit Insurance Act which was enacted in 1950. 

We would suggest, therefore, that any further restrictions on the 
acquisition of bank assets, as distinguished from bank stocks, should 
be made in the form of amendments to section 18 (c) of the Federal 
Deposit Insurance Act rather than in legislation directed at the 
expansion of bank holding companies. In this connection, IT believe 
that that section would provide adequate authority for restricting 
cr expansion of bank holding company groups through acquisitions 

f bank assets if the section were amended to require the consent of 
the appropr late supervisory agency where the total c apital structure 
of the acquiring bank would not be equal to the combined amounts of 
the capital structures of the banks concerned; and by “capital strue- 
ture” IT mean not only capital and surplus but also undivided profits 

and other capital accounts. Present law requires such consent only 
where the capital and surplus of the acquiring bank would be less than 
the aggregate amounts of the capital and surplus, respectively, of the 
banks involved; and this makes it possible for a large bank to take 
over a small bank, without obtaining the consent of the supervisory 
agency, merely by transferring undivided profits to capital and sur- 
ylus 

While such an amendment to section 18 (c) of the Federal Deposit 
Insurance Act would take care of the situation I have just mentioned, 
it may be that your committee would wish to consider an amendment 
of somewhat broader scope which would make the section applicable 
to all mergers and consolidations of banks and acquisitions of bank 
assets, irrespective of the capital structure of the resulting bank. 

Your committee might also wish to consider the addition of a pro- 
vision which would require the appropriate supervisory agencies, in 
determining whether to give their consent, to take into consideration 
certain specific standards, including, not only capital adequacy, but 
also whether the transaction would tend unduly to lessen competition 
or to create a monopoly. 
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To return now to our proposals for regulation of bank holding com- 
panies, we feel that the administering agency, before giving its con- 
sent to any acquisition of bank stocks by a bank holding company, 
should be required to consult all interested bank supervisory authori- 
ties, State and Federal, and obtain the benefit of their views. This 
brings me to an important point on which I should like to expand, 
namely, the question of States’ rights insofar as bank holding com- 
pany legislation is concerned. 

H. R. 6504 would prohibit any bank holding company or any of its 
subsidiaries from acquiring bank shares or bank assets across State 
lines or in any State in which the operation of branch banks is not 
authorized by State law. Presumably, the intent of these “freeze” 
provisions is to protect the rights of the States. We believe, however, 
that such provisions are not only unnecessary to accomplish the pur- 
poses of the legislation but also that they would in effect constitute an 
interference with the rights of the States. 

By prohibiting a bank holding company from acquiring bank shares 
or assets in a State which prohibits branch banking, these provisions 
would compel a State to apply to bank holding companies rules at 
least as restrictive as those which it has seen fit to apply to branch 
banking. This would seem neither logical nor desirable. The policy 
of a State embodied in its branch banking laws may not at all be the 
same as it would wish to apply to bank holding company groups. As 
a matter of fact, there are now certain States in which branch banking 
is prohibited, but in which bank holding companies have freely oper- 
ated for many years. 

Likewise, the prohibition against expansion across State lines would 
mean that a State would be deprived of any right to express its policy 
as to the operation within its borders of a bank holding company 
having its principal oflice in another State. Under the Board’s ap- 
proach to this matter, the administering agency, in passing on the 
proposed acquisition of bank shares in such a case, would be required 
to obtain and give consideration to the views of the State authorities 
of the State in which the holding company proposes to operate. 

Under the freeze provisions of H. R. 6504, however, the bank hold- 
ing company could not operate in such a State even though both the 
administering agency and the State authorities would be disposed to 
raise no objection and, as a matter of fact, even though the State might 
welcome the assistance which could be rendered to its banks by the out- 
of-State holding company. 

In our opinion, the States should be left entirely free to deal with 
bank holding company operations on a basis different from that on 
which they deal with branch banking operations and to express their 
policy as to the operation of out-of-State holding companies within 
their borders. 

Consequently, it would be our recommendation that, in lieu of the 
“freeze” provisions of H. R. 6504, the legislation should specifically 
reserve to the States the right to impose such further restrictions and 
limitations upon bank holding companies as they may deem necessary. 
This would mean, of course, that if a State wishes to prohibit the 
operations of bank holding companies, it would be free to do so as it 
is today; and the administering agency under this legislation could 
not, therefore, grant effective consent to the acquisition by a bank hold- 
ing company of any offices in that State. 
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NONBANKING INTERESTS OF BANK HOLDING COMPANIES 





The third point in our approach is that all bank holding com- 
panies should be required, after a reasonable time and with such ex- 
ceptions as may be appropriate, to divest themselves of ownership of 
shares of stock and other equity interests in nonbanking enterprises. 

As far as the exceptions are concerned, it would seem reasonable to 
permit bank holding companies to hold stocks of companies whose 
businesses are closely related or incidental to the business of banking, 
such as safe deposit companies or companies engaged solely in a fidu- 
ciary business. They should be permitted to retain shares acquired in 
a fiduciary capacity, and also, at least for a limited period, shares or 
securities acquired in the process of collecting debts previously con- 
tracted in good faith. Aside from specific exceptions such as these, 
it would not seem desirable to complicate legislation on this subject 
with numerous exceptions. 

As in previous bills and as in H. R. 6504, it would be desirable to 
give appropriate tax relief to bank holding companies which would 
be required to divest themselves of their nonbanking assets under the 
legislation. 

SUPERVISION AND ENFORCEMENT 


Once provision is made for meeting the two major problems in this 
field—restrictions on expansion and divestment of nonbanking inter- 
ests—it is our view that provisions with respect to supervision of bank 
holding companies should be kept toa minimum. We would recom- 
mend the inclusion of only two provisions of this kind. 

First, it would seem desirable to require all bank holding companies 
to register with the administering agency within a certain time. Sec- 
ondly, in order to enable the : administeri ing agency to exercise its best 
judgment in determining whether to consent to proposed acquisitions 
of bank shares by a bank holding company, the administering agency 
should be authorized to obtain whatever information it may need for 
this purpose by means of reports and, if deemed necessary, ‘by exami- 
nations of bank holding companies. Such reports and examinations 
should also contain information sufficient to enable the administering 
agency to determine whether the law is being complied with and to 
keep Congress informed with respect to the administration and effec- 
tiveness of the legislation. 

In the past, proposals with respect to legislation on this subject 
have sometimes included so-called sanctions or enforcement measures 
under which the administering agency would have been authorized, 
in the event of violations of the statute, to prohibit the payment of 
salaries to holding company officers, to prohibit dividends by the 
holding company or the payment of fees by subsidiary banks to the 
holding company, or to prohibit the holding companies from voting 
their stock in the banks controlled by them. “We doubt, however, that 
sanctions of this kind would be either desirable or effective. 

Bearing always in mind the desirability of keeping the legislation to 
4 minimum, it is our feeling that the only essential measure of en- 
forcement, and the most effective one, would be a provision for crim- 
inal pen alties for violation of the statute or of conditions prescribed 
by the administering agenc Vv in gre anting consent to acquisitions of 
bank stocks. This would place complete responsibility for enforce 
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ment of the law in the Department of Justice. The administering 
agency would not be placed in a position in which it would be required 
to institute proceedings for enforcement. 


ADMINISTERING AGENCY 


As was stated emphatically in the Board’s letter to this committee, 
the Board makes no suggestion as to what agency of the Government 
should be vested with the responsibility for administering the legis- 
lation. We feel that this is a matter solely for determination by 
Congress. 

At the same time, we feel strongly that the administration of tlie 
legislation should be vested in a single agency of the Government. 
The reasons for this belief are twofold. 

In the first place, under the simplified approach which the Board 
is recommending, the authority of the administering agency would 
be a very limited authority which would not conflict or interfere with 
any authority now exercised by the three bank supervisory agencies. 
Its only purely regulatory function would be to give or withhold its 
consent to the acquisition of bank stocks directly or indirectly by a 
bank holding company. If the bank holding company is a bank, it 
and its subsidiary banks would normally be prolubited by existing 
laws from acquiring bank stocks in any event. 

In the second place, distribution of authority would mean that a 
bank holding company frequently would be obliged to file applica- 
tions for consent to the acquisition of bank stocks with two or more 
different agencies of the Government, thereby resulting not only in 
a certain amount of duplication but in possible conflicts in policies 
between the several agencies in acting on such applications. 

It would also mean that each of the agencies involved would be 
called upon to obtain substantially the same information from bank 
holding companies; and obviously it would be preferable for all such 
information to be centralized in a single agency. We believe, there- 
fore, that any arguments that might be advanced for a distribution 
of authority between the several bank supervisory agencies would 
be far outweighed by the desirability of uniform polici ies and pro- 
cedures and by the economy and efficiency resulting from administra- 
tion by a single agency. 


RELATION TO EXISTING LAW 


An important feature of the Board’s approach is that it would add 
to, but make no specific change in, provisions of existing law on this 
subject. It would leave on the bgoks those provisions enacted in the 
Banking Act of 1933 which define holding company affiliates and 
require ‘them to obtain voting permits from the Board of Governors 
if they desire to vote the stoc ‘k of member banks owned by them. 

It would also leave untouched the provisions of the Federal Reserve 
Act which place certain limitations upon the amount which may be 
loaned by member banks to their affiliates and holding company affili- 
ates and upon the collateral for such loans. These provisions of the 
present law are of value in protecting the soundness of member banks 
in holding company groups, even though they do not, as I have pointed 
out, meet the problems which we are now discussing. 
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Under our proposed definition of “bank holding company,” all 
companies Which are now holding company affiliates under existing 
law would also be bank holding companies subject to the provisions 
as to expansion and divestment of nonbanking interests which would 
be contained in the new legislation. The converse would not, however, 
necessarily be the case, since there would be some companies whic h 
would fall within the definition of “bank holding company” but 
which would not be “holding company affiliates” under present law. 
In other words, some companies would be subject to both the old and 
the new law while others would be subject only to the new. 

In such circumstances, it would be possible that a company covered 
by both laws would be required to obtain the consent of the adminis- 
tering agency—assuming it was an agency other than the Federal 
Reserve Board—before acquiring the stock of a bank and would then 
be obliged, if the bank is a member bank, to obtain a voting permit 
under provisions of present law if it should desire to vote such stock. 
Theoretically, this could result in some possibility of conflict of policies 
and duplication of functions, but I firmly believe that in practice it 
would not present a serious problem. 

The important point to bear in mind is that the legislation now 
being considered is aimed at matters which are not covered by present 
law and would not, therefore, require any revision of existing law. In 
the interest of simplicity, we believe that the legislation should not 
he complicated and confused by detailed modifications of the present 
law which, after all, is designed primarily for safeguarding the 
soundness of member banks rather than the restriction or regul: ation 
of bank holding companies. Of course, if it should later ‘develop 
that present law requires amendments or that it might properly be 
repealed, legislation for that purpose could then be considered. 





CONCLUSION 


By way of summary and emphasis, let me repeat that, after very 
careful consideration, the Board believes that the major problems in 
the bank holding company field would be satisfactorily met by legis- 
lation limited to the following provisions: 

(1) A definition of “bank holding company” similar to the defini- 
tion of “holding company affiliate” in present law, but expanded to 
cover companies controlling only nonmember banks as well as com- 
panies controlling member banks and phirased to include continued 
coverage of companies which may reduce their holdings of bank stocks 
after a date specified in the law; 

(2) Requirement for the consent of the administering agency to 
acquisitions of additional bank stogks by bank holding companies, 
with the right reserved to the States to impose further restrictions if 
they desire ; 

(3) Requireme nt for divestment of nonbanking interests by bank 
hol ling companies, with reasonable exceptions and appropriate tax 
relief ; 

(4) Requirement for registration of all bank holding companies 
and authority in the administer ing agency to obtain such ‘information 
as may be necessary through pa pent and examinations: 

(5) Criminal penalties ‘for violation of the law; and 
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(6) Administration by a single agency of the Government selected 
by Congress. 

We have been advised by the Bureau of the Budget that enactment 
of legislation incorporating the principles above outlined would be in 
accord with the program of the President. 

In the past, as the committee knows, proposals for legislation re- 
lating to bank holding companies have usually failed of enactment 
because of differences of viewpoint with respect to matters of detail. 
We believe that this difficulty can be largely eliminated if agreement 
can be reached by all concerned as to the fundamental objectives and 
if legislation can be confined to the few matters outlined above in 
order to accomplish those objectives. By the same token, it should 
be possible to make the legislation relatively simple, brief, and un- 
complicated. 

In conclusion, I should like to thank the committee on behalf of the 
Board for this opportunity to present the Board’s views with respect 
to a matter which it considers important. 

The CuarrMan. I stated at the commencement of the hearings that 
this is not an administration bill, but is a bill that the chairman intro- 
duced, and I suggest that we hear both Governor Robertson and Mr. 
Delano, and then we can interrogate them. 

At this time we will call Mr. Delano, Comptroller of the Currency, 
us a witness; then both of you, Governor, will subject yourselves to 
interrogation. 

Mr. Roverrson. Very well, sir. 

Mr. De.ano. Mr. Chairman. 

The CoammMan,. Mr. Delano. 


STATEMENT OF PRESTON DELANO, COMPTROLLER OF THE 
CURRENCY 


Mr. Detano. Mr. Chairman and gentlemen of the committee, I 
think I may state, in the first instance, that the thinking of the Treas- 
ury follows very largely that of the Federal Reserve Board. 

For many years the banking committees of Congress, individual 
Senators and Representatives, Federal and State bank supervisory 
authorities, bankers and bankers associations, and other interested 
persons and organizations, have sought a solution for what has come 
to be known as the bank holding company problem. 

The frequency with which the matter has claimed our attention 
demonstrates, I believe, that there actually is a problem in this field. 
Unfortunately, it is a very complex problem and not susceptible to 
any simple and obvious solution—as witness the numerous divergent 
approaches advocated from time to time by intelligent and sincere 
men. 

When this question first received intensive study, in the 1930's, there 
were some who suggested death-sentence legislation, which would 
break up existing bank-holding company systems and prohrbit the 
formation of new ones. Upon further examination, however, it be- 
came clear that in some situations holding companies serve a valuable 
purpose, and gradually the concept of limitation and control replaced 
the concept of destruction. 
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As you gentlemen know, almost 20 years ago Congress made a 
first attempt to police bank-holding companies. In the banking acts 
of 1933 and 1935, so-called holding-company affiliates of member 
banks were defined and were subjected to restrictions and require- 
ments with respect to transactions with affiliated banks, voting of bank 
stock, examination by banking authorities, and other matters. How- 
ever, it has come to be recognized that, in operation, the existing 
legislation has not satisfactorily solved the holding-company problem. 

In its report to this committee on the pending bill, the Treasury 
Department, of which my Bureau is a part, reached the conclusion 
“that the coverage of H. R. 6504 may be unnecessarily broad and 
that. its substantive provisions are excessively restrictive in some 
respects and perhaps insufliciently restrictive in other respects.” 

Mt is our belief that legislation on this subject should be broad 
enough to meet existing difficulties, but no broader. Such legislation 
can = built upon the holding-company aflihate provisions in the 
present statutes, with one or two appropriate changes. ‘This is pointed 
out in the following paragraph of the Treasury Department’s report: 

The problems with respect to bank holding companies arise almost entirely in 
connection with situations involving “holding company affiliates’ as defined in 
mn 2 of the Banking Act of 1933, as amended (12 U. 8. C. 221a). The matters 
of chief concern, in connection with bank holding companies, relate to expansion 
of such groups (a) in the banking field and (6) in the nonbanking activities, 
Accordingly, it is believed that legislation on this subject should be confined to 
“bank holding companies” defined substantially along the same lines, 


sectl 


A bill substantially along these lines was introduced in the Eighty- 
first Congress. This was S. 3547, a bill to define bank holding com- 
panies, control their future expansion, and to require the divestment of 

onbanking assets. When S. 3547 was under consideration there were 
distinct differences of opinion among the three Federal supervisory 
ugencies as to the relative merits of that bill and S. 2318, Eighty-first 
Congress, which was similar in many respects to the bill now pending. 
Today, however, after lordp r study and exchange of views, those 
agencies are in substantial agreement that the basic principles of S. 
3547, Eighty-first Coliben ‘offer the most prac ‘ticable and realistic 
so] it] ion. 

The Office of the Comptroller of the Currency for many years has 
advocated enactment of bank holding company legislation. Our 
concern has always been how to achieve the essential control without 
unnecessarily elaborate governmental supervision, without undue har- 
assment of legitimate business, and without loss of the benefits which 
can be derived from the existence and operation of bank holding com- 
panies in certain circumstances. 

We believe that those aims can be achieved by a statute incorporating 
the concepts and approach of 8. 8547 to which I have referred. For 
these reasons, it is stron ely 1 recommended that considerat ion be 21 iven 
by the committee and the Congress, to the enactment of bank hol ling 
company legislation of that character. In my judgment, based on al- 
most 14 years of grappling with this thorny subject, it holds forth 
reasonable promise of providing an effective and workable solution. 

That concludes my statement, Mr. Chairman. 

The Cuairman. What has been the trend with respect to holding 
companies? Has there been a contstant increase in their economic 
power through the years? 
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Mr. Devano. Since 1930, the increase, I think, has been rather 
negligible, in the expansion of offices or in the expansion of their de- 
posits, controlled by holding companies. 

The Cuamman. What are the deposits now in the banks controlled 
by holding companies? Did you say $20 billion ¢ 

Mr. Rosertson. About $2014 billion, Mr. Chairman. That figure 
must be looked at carefully because it includes, for example, a par- 
ticular bank concerning which there is some dispute as to whether 
it is subject to control by a bank holding company. It has been 
included in the fivures because it is related to the holding company 
group. The question as to whether it actually is controlled is now 
pending before the courts. 

In other instances, a bank is included in the figures which we have 
given, not because it is controlled by a bank holding company, but 
rather because the stock of a bank holding company is trusteed for 
the benefit of the big bank’s shareholders or the group is otherwise 
closely related to the principal bank. We have included such banks 
because they are really a part of the holding company systems, but 
the figures must be looked at carefully in order to get at the real size 
of the problem. 

The CuarrmMan. What are the entire deposits in the banks? 

Mr. Detano. Something over $200 billion, now. 

The Cuarrman. How many holding companies have by their charter 
been permitted to go into- businesses not connected with banking 4 

Mr. Roperrson. I can’t answer as to their charter powers, but I can 
state that of the 20 groups which have voting permits, and therefore 
are subject to Federal Reserve supervision, there are only 4+ which 
do not have nonbanking businesses. Some of the nonbanking busi- 
pesses are closely related to the banking business. 

I do not have complete information as to the holding companies 
which do not have voting permits, some of which control only non- 
member banks. 

The CrarrMan. Do you think it is a healthy condition to allow those 
that control the money and credit of the country to go into business in 
competition with private enterprise / 

Mr. De.ano. We both advocate that they should be divested of their 
nonbanking interests, that is, bank holding companies. 

The Cuatrman. And you do advocate they be divested of that 
authority / 

Mr. Detano. That is 1 
points. 

Mr. Ropertrson. That is one of the cardinal points. 

Mr. Dretano. We both make that point. There is some difference 
of opinion about that, Mr. Chairman, among bankers, but I think the 
best opinion is that they should be divested. 

The CuairmMan. Don’t you think there should be some limitation on 
the absorption of banks? I realize, in many cases, that the consolida- 
tion or merger of banks is necessary for the financial stability, where 
a weak bank is absorbed by a stronger bank. I think in many cases 
it serves the public interest. But don’t you think there should be some 
limitation on the extent to which holding companies can absorb the 
banks of the country? 

Mr. Detano. Yes;I certainly do. I think that that provision should 


ight. I think that is one of the cardinal 
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be left to the discretion, however, of an agency. or of several agencies. 
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I hardly think you could provide that by law, successfully, because 
[ think the situation is a little too complicated to try to answer it 
by law. 

~The Cuatrman. But you do think there is a peril in the concentra- 
tion of economic power ? 

Mr. Detano. Oh, very definitely. I think the concentration of 

economic power, like the concentration of all things that are taking 
oh ice these days, is a subject of very much concern. 

The Cuatrman. And you are very much interested in meeting that 
situation ¢ 

Mr. Detano. Very much interested. 

The Cuatrman. I think it is one of the greatest perils to free enter- 
prise that exists today, and to our way of life, because I can see that 
if there is a monopoly of money and credit in the country, and they 
also control the means of production and distribution, then you have 
a perfect monopoly, one which cannot be overthrown. 

Mr. Detano. You are gravitating toward statism of one form or 
another if you permit that. 

I would like to amplify just a little bit what I said about the expan- 
sion since 1933 of bank holding companies. 

The net increase in banking offices is 278, which shows that the thing 
is not growing like a mushroom, at the moment. It has elements in it 
that I think should be controlled, but it is not a desperately danger- 
ous situation at the moment. 

The Cuamrman. The independent bankers of the United States seem 
to have a great fear of the absorption of their banks by the bank 
holding companies, and the larger banks, by offering inducements to 
the stockholders and even to the employees of those banks—to take the 
banks over as is. Don’t you feel there is some peril in the constant 
influence they have over the smaller banks? 

Mr. Detano. That is a subject which has greatly concerned us. 
Not only as to the absorption into bank holding companies, but the 
absorption of small banks by larger banks. 

There has grown up, in this country, a very definite trend, the 
take-over of small banks by larger banks. 

It is due, I think, to the fact that a large number of small banks 
have reached the stage where they can sell out advantageously to lar- 
ger banks, much more advantageously than the shareholders can sell 
their stock on the open market. 

Also, there is a disposition to lag in the training of what you might 
call the junior executives of small banks. In other words, ofttimes 
management finds itself growing old and weary, and wants to turn 
over the reins, and they find that they have neglected to train up a 
second echelon which can take over the bank successfully. 

The norma] thing then happens, which is that they are approached 
by a larger bank which is willing to pay a good price for the busi- 
ness—oftentimes considerably above book value—while the market 
itself, on the shares, would be below book value. 

I think that is a very deplorable trend, whether it applies to bank 
holding companies or just to absorption of small banks by large banks. 
We have set our hand to try to do something about it. We have talked 
considerably about it, and we have hoped that banks would take to 
heart the idea that they should have a trained second string of execu- 
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tives to take over when the present top executives reach the stage of 
retirement. 

The Cuamman. I think it is desirable even in the smaller towns, for 
sound banks to be maintained, and that they should be there. Because, 
if there is only one bank, it controls the credit of that community, 
and maybe some of the industrialists and tradesmen will have the 
good will of that bank, and it puts them at a distinct advantage. And 
I feel if a fellow can’t get a loan on Main Street, that he should have 
the opportunity to go around to the bank on Fourth Street. 

Mr. Dexano. Yes, sir. 

Mr. Roserrson. I think all of our agencies feel competition among 
banks is extremely important. 

The CuarrMan. Recently the inducement to small banks to sell is 
doing away with that gradually ; i isn’t that true ¢ 

Mr. Deano. Y es; and we don’t want to have a condition of absentee 
landlordism in banks. I think that is a very dangerous thing that 
sometimes comes about through large banks and bank holding com- 
panies, and I think it is very proper for Congress to take cognizance 
of that trend which exists at the moment. 

The Cuairman. I know if I established a business in a small town 
and was dependent on the bank, I would feel in constant jeopardy 
with a bank which might have a change i in management and be hostile 
to me, and I think it is very desirable that there be competition 
among the banks in the country, not only for the banking interests, 
but to serve the industrial and trade needs of the people. 

Mr. Detano. We feel that way, also, Mr. Chairman. 

The Crarrman. I introduced this bill for the purpose of having 
you gentlemen give us your opinions on it. I welcome your opinions, 
and I hope we can get something out of this bill that will meet the 
needs of the banks’ interests and the people. Are there any questions ? 

Mr. NicHotson. Mr. Chairman. 

The Cuarrman. Mr. Nicholson. 

Mr. Nicuoxson. I notice the big banks in New York and Chicago 
are not on this list. Are they not holding companies ? 

Mr. Roszertson. If they were in holding-company groups, they 
would be listed there. 

Mr. Nicwotson. So the real big banks aren’t on this at all? 

Mr. Rozerrson. The largest b: ink in the United States of course is— 
that is in California. 

Mr. Nicuoison. That is the one with $6 billion assets ? 

Mr. Rozerrson. Yes. 

Mr. Nicuoxson. I note that the First National Bank of Boston is 
in it. And the Chase National or the big banks in Chicago are not. 

Mr. Roserrson. There are no holding companies involved in those 
pictures. . 

Mr. Nicnotson. Is the First National Bank affiliated in any way 
with a big New York bank? 

Mr. Rozerrson. The First of New York? 

Mr. Nicnorson. Yes. 

Mr. Roserrson. No: it is not. 

Mr. Nicnorson. Or the Chase Bank? 

Mr. Ropserrson. No; it is not. 

Mr. Nicuorson. That is all, Mr. Chairman. 

The CuatrMan. Are there further questions ? 
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Mr. Wionatt. If this is such a favorable type of operation why 
hasn’t there been a more marked growth in assets and in number of 
branch banks ? 

Mr. Rosertson. You mean if the holding-company process—— 

Mr. Wrpnauu. Yes; if this type of operation has been so favorable 
to those who have been operating that way, why hasn’t there been a 
more marked growth in number of banks, branch banks, and in de- 
posits ¢ 

Mr. Rozerrson. Well, now, you must consider separately, of course, 
branch banking and holding company banking. ‘The two are separate 
ind distinet 

No one contends that the holding-company method is always the 

nost favorable type of oper ation, 

Mr. Wipnatu. Well if it has a tendency to crush the smaller bank 
and absorb that bank, why hasn’t there been more marked progress 
in that direction over a period of 20 years? 

Mr. Roverrson. Of course, holding companies do not operate in 
every State. Furthermore, expansion of multipleoffice banking does 
not take place only in the holding-company groups; it takes place 

lso through large banks which are not in holding-company groups 
taking over small banks and creating branches out of them. That was 
the reason why, in my statement, I suggested that we ought to 
ttack this problem through two different means: First, holding- 
company legislation; and, second, invest in the several supervisory 
agencies complete control over mergers by amending the Federal 
Deposit Insurance Act, and thus cover take-over operations or expan- 
sion operations of all banks—whether or not they are in holding- 
cOmpany systems. 

The problem exists not only in the holding-company field, but 
also in banking straight across the board, where the large banks want 
to grow through taking over smaller banks. 

Mr. Devano. I think it could be said—— 

Mr. Nicnotson. I have another question. I still don’t understand 
this. In Massachusetts, for instance, I don’t know of any banks that 
the First National Bank has taken over. 

Mr. ROBERTSON. The holding company doesn’t control the First 
National Bank by any means, but it controls other banks and the group 
is related to the First National Bank. Therefore it is included im the 
group. 

Mr. Nicriotson, What town in Massachusetts is controlled by some 
holding-company bank? That is what I can’t understand. 

Mr. Roserrson. This table doesn’t attempt to give you that infor- 
mation. We would be very glad to show you, w ith respect to any hold- 
ing company, exactly what their banks are, and what communities they 
arein. I ion t want you to get the impression that there are communi- 
ties, In any vast number, where a holding company has gone in and 
taken all the banks in that community and has the only banking fa- 
cility there. That just isnt true. There are some situations like 

hat but that isn’t the general picture. 

Generally the hol ling company will have a bank in a community 
but there will be other banks there, too. 

Mr. Wipnatu. This wouldn’t in any way affect labor unions, going 
into various fields, with their operations, would it ? 

Mr. Roserrson. If this legislation were enacted, and a labor union 
set up a company to acquire banks, then it would be treated just like 
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any other holding company. This proposed legislation would 1 
diffe rentiate between comp: mies on the basis of who owned the stock 
of the company. 

Mr. WipNau. It would just control the actual banking operations, 
however ¢ 

Mr. Roperrson. That is right. 

Kirsurn. Isn’t it true that some of these holding companies 
have acquired banking facilities, and the other banks in the com- 
munity have closed out and the community didn’t have any other 
banking facilities ? 

Mr. Roperrson. Yes; there are instances in which holding com- 
panies have saved the banking facilities of communities. 

Mr. Denano. And there are States which do not permit branch 
banking, where the holding-company operation is very successful in 
providing facilities for those small towns which otherwise might not 
be able to support an independent bank. 

The Cuatrman. Are there further questions ? 

Mr. Corr. Mr. Chairman. 

The Cuatrman. Mr. Cole. 

Mr. Corr. Following up Mr. Widnall’s question, in connection with 
the expansion of these holding companies, I would like your opinion 
concerning whether or not the expansion is likely to continue. 

Or are we really attacking the problem as it 1s now, without much 
possibility of danger of expansion of holding companies ? 

Mr. Rozerrson. The problem is one which is very real. The tend- 
ency today, throughout the country, in the banking field, is for large 
banks to take over small banks. 

Mr. Corr. I see. We got the impression from your statement 
I am sure Mr. Widnall got the same impression—that there ace’ 
much of an expansion program. 

Mr. Roperrson. Oh, no; there is a very real need for this legis- 
lation. 

Mr. Core. Irrespective of the need I was auestionsng how far it 
was expanding. And what the future looked like with reference to 
the expanding of the bank holding-company problem. 

Mr. Roserrson. One of the purposes of this legislation is to prevent 
the elimination of the small independent banks of the country. 

The Cratrman. Have you any statistics on the extent of the absorp- 
tion by big institutions of smaller ones, in the last few years? 

Mr. Rosertson. I have none with me. 

The Cuarrman. Could you furnish that for the record ? 

Mr. Denano. We will furnish it for the record. 

The Cuatrman. Very well. 

(The information above referred to is as follows:) 

TREASURY DEPARTMENT, 


COMPTROLLER OF THE CURRENCY, 
Washington 25, Auaqust 1 A 1952. 
Mr. Bren’ SPENCE, 

Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C 

Dpar Mr. Spence: When Gov. J. L. Robertson and I testified before your 

committee on H. R. 6504, Eighty-second Congress (the bank holding company 

bill), you asked whether there were ‘any statistics on the extent of the _absorp- 


tion ‘Dy big [banking] institutions of smaller ones, in the last few years?” Gov- 
ernor Robertson and I agreed to furnish such information for the record. 
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Enclosed herewith is a tabulation of banks with over $100,000,000 of assets 
which absorbed other banks during the 2!4-year period from January 1, 1930, to 
June 30, 1952, prepared by the staff of the Board of Governors of the Federal 
Reserve System. 

There is, of course, no universally accepted definition of a ‘large bank,’’ but 
the figure of $100,000,000 has been used in other connections and we consider 
that banks with assets in excess of that amount reasonably may be classified as 
large banks. 

The banks which were absorbed by larger institutions (whether through merger, 
consolidation, or purchase of assets) are classified in the tabulation according to 
size. Of the 91 banks absorbed during the 2-year period, the great majority 
had total resources of between $2,000,000 and $25,000,000. Attention is called 
also to the fact that, during the period covered, no bank in the United States 
absorbed as many as 10 other institutions. One bank absorbed nine others, one 
absorbed seven, one absorbed six, and one absorbed four. In all other cases, not 
more than three institutions were absorbed, and in most instances only one. 

These data should be considered against the background of a commercial bank- 
ing system comprising over 14,000 institutions. The 91 banks absorbed by others 
in the course of 244 years were only a fraction of 1 percent of the total. Needless 
to say, any study of trends in the concentration of banking power must take into 
consideration all pertinent factors, including developments in the fields of branch 
banking, and chain and group banking. 

Governor Robertson and I hope that the enclosed tabulation will furnish the 
information you requested. 

Sincerely yours, 
PRESTON DELANO, 
Comptroller of the Currency. 


Banks with over $100,000,000 of assets on Dec. 31, 1951, which absorbed other banks, 
or with which other banks merged or consolidated, Jan. 1, 1950, to June 30, 1962 











> Number and asset-size of banks absorbed 
es by or merged or consolidated with the 
s continuing banks 
beg = Total CLR. & SRRP “oes: 
ns Present name and location of continuing assets of 
om bank continuing (In millions of dollars) 
ef a es ee —./  Sieted 
© | num- 
v |Un-!, -| 5- | 10- | 25 50- |Over| ber 
fx der 2)}“°} 10 | 25 | 50 | 100 | 100 
Thousands | 
1 | Industrial Trust Co., Providence, R. I $322, 942 1 1 RA BERR. EE: 2 
Rhode Island Hospital Trust Co., Provi- 

dence, R. I 257, 397 - 2 rey Gwe | 1 3 
Providence Union National Bank, Provi- | 

dence, R. I 173, 786 ? x i  Badren 2 
Hartford National Bank & Trust Co., | | 

Hartford, Conn 4 248,315 |... Phan Sat Cen sae 1 
Phoenix State Bank & Trust Co., Hart- } 

ford, Conn 128, 432 = 7 1 i aii 1 

2 First National Bank & Trust Co., Bridge- | 

port, Conn 118, 978 1 ay Pe l 
First National Bank, Jersey City, N. J 122, 293 aN l 
Hudson County National Bank, Jersey | 

Citv, N. J i 118, 565 3 : 2 2 
Fidelity Union Trust Co., Newark, N. J 464, 486 > 1 2 
National Newark & Essex Banking Co., } 

Newark, N. J 7 164, 831 5 1 1 1 3 
National State Bank, Newark, N. J 181, 810 1 1 2 
First National Bank & Trust Co., Pater- { 

son, N. J 196, 123 7” 1 i 1 
Marine Trust Co. of Western New York, 

Buffalo, N. Y 562, 930 2 3 1 6 
Franklin National Bank, Franklin Square, 

N.Y 108, 777 1 1 age 2 
Bankers Trust Co., New York, N. Y .| 2,171, 622 l 2 1 | 4 
Chemical Bank & Trust Co., New York, | 

N.Y 1, 941, 862 ] ae 
Manufacturers Trust Co., New York, N. Y_| 2, 766,393 1 | 1 
Lincoln-Rochester Trust Co., Rochester, | 

Pe 306, 421 1 al l 
Union Trust Co., Rochester, N. Y 106, 120 1 1 
County Trust Co., White Plains, N. Y_-_-. 185, 868 1 1 me 2 
Wilmington Trust Co., Wilmington, Del 254, 487 ss a 1 3 1 


See footnote at end of table, p. 37. 
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Banks with over $100,000,000 of assets on Dec. 81, 1951, which absorbed other banks, 
or with which other banks merged or consolidated, Jan. 1, 1950, to June 80, 1952 
Continued 











> set-size banks absorb 
© or consolidats th t 
Y k 
ano Total 
en Present name and location of continuing assets of 
=a banks continuing (In millions of dollars 
SA bank ! 
- nu 
= Um | 2-5) 5 10 25 5KO- = Over er 
a der 2 10) 2 100 10 
Central-Penn National Bank, Philadel- Thousands 
phia, Pa $i88, 35 : 1 
Girard Trust Corn Exchange Bank, Phila- 
delphia, Pa 567, 658 
Pennsylvania Co. for Banking & Trusts, 
Philadelphia, Pa 746, 273 
*hiladelphia Nat Bank, Philadelphia 
Pa RAS, 548 
Fidelity-Philadelphia Trust Co., Philadel 
phia, Pa 237 
4 Fifth Third Union Trust Co., Cincinnati, 
Ohio ORS, R57 
National Citv Bank, Cleveland, O} 653, 255 
First National Bank, ecinnati, Ohio 27, 754 0 
Colonial Trust Co., Pittsburgh, Pa 120, 559 1 1 2 
Mellon National Bank & Trust Co., Pitts 
burgh, Pa 1, 919, 823 3 3 2 ) 
Peoples First National Bank & Trust Co., 
Pittsburgh, Pa 513, 028 2 
5 | Fidelity Trust Co., Baltimore, Md 107, 934 
6 | First Ameriean National Bank, Nashville, 
Tenn 210, 140 1 ! 
7 Lincoln National Bank & Trust ¢ Fort 
W iyne, Ind 106, S24 I 
Indiana National Bank, Indianapolis, Ind 397, 122 
8 | First National Bank, Louisville, Ky 157, 430 l 
Mercantile Trust Co., St. Louis, Mo 644, 819 
10 | Commerce Trust Co., Kansas City, M 494, 691 ! 
12 California Bank, Los Angeles, Calif 541, 631 l ] 
Seenrity-First National Bank, Los Angeles, 
Calif 1, 868, 437 1 1 
American Trust Co., San Francisco, Calif..; 1, 174, 658 2 2 
Anglo-California National Bank, San 715, 923 
Franciseo, Calif. 
Idaho First National Bank, Boise, Idaho 138, 408 1 l 2 
First Security Bank of Idaho, Boise, 
Idaho : 150, 859 1 
National Bank of Commerce, Seattle, Wash 429 927 3 4 
Seattle-First National Bank, Seattle, Wash 733, O18 2 1 
Total for above 47 absorbing banks 7 17 | 21 26 6 7 


1 Dee, 31, 1951, figures 


Note.—In some instances the continuing bank controlled the absorbed bank or the absorbed bank 
the continuing bank were under common control. 


Mr. Wotcorr. Mr. Chairman. 

The CnatrMan. Mr. Wolcott. 

Mr. Wotcorr. We have this subject that I should like to talk about, 
which is affiliated to, but does not directly have to do with, the bank- 
holding-company bill, but which is one we should perhaps have in 
mind in discussing it. 

I wonder if either of you can give us some detailed information 
about this last issue of 6-year 23¢-percent bonds / 

Mr. Rosertson. I am not prepared to do that, Congressman. 

Mr. De.ano. Congressman, may I ask for a restatement of the 
question ¢ 

Mr. Wo.tcorr. The Treasury offered $314, billion of 2% percent 
securities last week. 

Mr. Detano. Yes. And what was the question / 
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Mr. Woxcorr. I should like to know what the reaction to that has 
been in banking circles, and how much they subscribed. What I am 
leading up to is how much of that will finally find its way to the 
banking system. 

Mr. Deano. The issue was very heavily oversubscribed. 

Mr. Wotcorr. Three times? 

Mr. Detano. About four times, practically. There were sufficient 
subscriptions from nonbanking sources to take up the entire issue, but 
because the Treasury felt it should make some allowance to the banks, 
it increased the amount of the issue from $3,500,000,000 to something 
over $4 billion, and a small amount was allocated to the banks. 

Mr. Worcorr. How much? 

Mr. De.ano, I haven’t it in my head. 

Mr. Worcorr. About a hundred million dollars, perhaps? 

Mr. Deano. I think somewhat more than that, because they in- 
creased the allotment. I would have to get the figures. I am not 
sure. But it was not—— 

Mr. Wotcorr. Then you would say, perhaps, that another hundred 
million dollars was eligible for Government investment ? 

Mr. Detano. Yes; that might be a good estimate. Again I am 
speaking purely from memory. 

Mr. Wo.corr. These 23g bonds are pretty good bonds for the banks, 
are they not ¢ 

Mr. Detano. They are excellent. 

Mr. Wotcorr. Is there any reason to assume that the majority of 
them will not eventually find their way into the banks? The banks 
might sell some of their others and buy these? 

Mr. Detano. I doubt that. They are about on the market with the 
others, about on the same yield basis with the others. 

Mr. Wotcorr. What are they yielding now? 

Mr. Detano. Well, the 2%¢ are selling at about half a point above 
par, the last time I looked at them. That reduces the yield slightly, 
from 234, maybe to 214, something like that. They are 6- year bonds. 

Mr. Wotcorr. They were put out with the statement that they were 
principally for investment by nonbanking institutions—companies 
and so forth; is that right? 

Mr. De.tano. I am not sure about that, but I am sure that there 
were sufficient subscriptions to oversubscribe the original issue from 
nonbank sources, 

Mr. Wotcorr. There isn’t anything to prevent the banks from buy- 
ing these bonds; is there ¢ 

Mr. Detano. No; they are marketable bonds. If they want to pay 
the price, they can buy them. 

Mr. Wotcorr. And they are eligible? 

Mr. Detano. Yes; they are eligible. 

Mr. Wotcorr. Does that have any relationship to our inflationary 
pressures ¢ 

Mr. DeLano. Well, of course, whenever banks make loans, or banks 
buy bonds, that adds to the potential inflationary pressure. It is not 
in itself inflationary, but it is potentially inflationary, depending 
upon how the funds are used. 

Mr. Wotcorr. There is always the threat that these eligible bonds 
might be monetized. 
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Mr. Detano. Always the threat that any bond, corporate, Govern- 
ment or any other kind of bond, or any loan, might add to the infla- 
tionary aspect of things. 

Mr. Wotcorr. Now that we have our Government debt so closely 
wedded to our money, and the value of our money, there is always the 
possibility that these bonds might be monetized, and the inflationary 
tendencies continue ? 

Mr. Detano. Well, there is a possibility that every eligible bond in 
the market might possibly be bought by the banks and monetized, 
of course. 

Mr. Wotcorr. Now, give us a little information about this other 
issue of bonds, last year, which could not be monetized, which weren't 
eligible. 

Mr. Detano. The 284 ? 

Mr. Wotcorr. Yes. What has happened to those? Have the banks 
gotten those ¢ 

Mr. Detano. No; they weren't eligible, Mr. Congressman. 

Mr. Wotcorr. Well, did the banks buy them / 

Mr. Deano. No. 

Mr. Woxtcorr. Why didn’t they? Because they weren't eligible ¢ 

Mr. Deano. That is right. They were convertible at the option of 
the holder into 5-year notes, bearing 114% percent interest, as I recall. 

Mr. Wotcorr. Why would the banks invest in the 284 noneligibles 
in preference to the 288 eligibles, if the intention of the banks was not 
to monetize the bonds? 

Mr. Detano. Well, the bonds were not eligible for bank purchase. 

Mr. Wotcorr. I know it. Is there anything to prevent the banks 
from buying those bonds ? 

Mr. Detano. Yes; they are not eligible. 

Mr. Wotcorr. That brings us down to this point. If it was the in- 
tention, on the part of the Treasury to make these 2%¢ available to 
nonbanking investors, why did they make them eligible? Why didn’t 
they handle it the same as they did the 234 issue last year? 

Mr. Detano. Well, I don’t know that I can answer that question, 
Mr. Wolcott. You will have to ask the Secretary of the Treasury 
about that. 

Mr. Wotcorr. May we conclude, from the action taken by the Treas- 
ury, In this respect, that it is still the policy of the administration to 
maintain inflation ? 

Mr. Detano. May I get that again? 

Mr. Wouicorr. May we conclude, from the action taken by the Treas- 
ury with respect to these bonds, that it is still the policy of the admin- 
istration to maintain inflation 4 

Mr. De_ano. No, sir; we cannot conclude that. 

Mr. Wotcorr. Those of us who like to be realistic about it and who 
like to think that they can justify the-statement that it is the policy of 
the Government, first to create inflation, and now to maintain inflation, 
can draw our own conclusions. 

Mr. Detano. You wouldn’t expect me to comment on that. 

The Cuairman. Isn’t it true that all of the commercial paper also, 
may be monetized ? 

Mr. Deano. Any obligation sold to a bank. 

The CHatrMan. Any obligation ? 

Mr. Devano. Yes, sir. 
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The CuatrmMan. Wasn’t the reason that they first monetized the pub- 
lic debt, after the Hoover Administration—there wasn’t any commer- 
cial paper, and they had to have some basis for the circulation, and 
they authorized that the bonds of the United States might be the basis 
of it. Wasn’t that the reason that the authorization was originally 
made for the monetization of our public debt ? 

Mr. Detano. Well, the monetization of the public debt, Mr. Chair- 
man, I think was a necessary concomitant of raising the huge funds 
that we had to raise for war. 

The Crairnman. That is right. 

Mr. Detano. I don’t think there is any argument but what it would 
be better to pay for a war as you go, if you can, or to pay for it from 
sources other than bank sources, which monetizes the debt. 

But I think you are faced with certain practical realities in handling 
the huge funds which had to be raised for that purpose. 

What proportions you can get out of the nonbanking sources, the 
larger proportions you can get, the better off is the financing of a huge 
deficit proceeding under war conditions. 

Now, of course, you have got me a little bit out of my bailiwick here. 

The CuarrMan. I think we are a little over the beam, too, in the 
consideration of this bill. 

Mr. Detano. But I would like to say that I am speaking not as an 
expert in the handling of the Government debt. I think that prop- 
erly belongs to other elements of the Treasury. [am just giving you 
my best opinion. That is all I can do. 

The CHatrmMan. Before the provision in the law was made author- 
izing eligible Government bonds as the basis for circulation, I think 
it had to be supported by 40 percent gold and the balance commercial] 
paper. Isn't that correct ? 

Mr. Wotcorr. We can stipulate the facts. 

The CHarrman. Well it had to be made eligible. 

Mr. Detano. Yes, and that included Government bonds. The 
amount of gold coverage, at one time, was 40 percent. 

The CHairman. Now it is 25 percent. 

Mr. Detano. Now it is 25 percent, yes. 

The CuarrmMan. Although prior to 1932, some form of the public 
debt might be used as a basis for circulation, the principal medium of 
circulation, that is, Federal Reserve notes, was first authorized to be 
based upon the public debt in 19382. 

Mr. Detano. Yes. 

Mr. Wotcorr. In the Eightieth Congress we restored that 25 per- 
cent of gold reserve behind Federal Reserve notes to 40 percent, in 
this committee, and in this House. The administration was appar- 
ently against it, and they controlled our counterpart in the Senate 
pretty much, so that the bill was never taken up over there. 

What recommendations has the administration made since then with 
respect to the restoration of this 40 percent reserve ? 

Mr. Detano. I am not informed. I don’t know. 

Mr. Wotcorr. Doesn’t that continue inflation ? 

Mr. Detano. I really don’t know. 

Mr. Wotcorr. They have never discussed it with you ? 

Mr. Deano. They don’t discuss it with the Comptroller of the 
Currency. 
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Mr. Woxcorr. It would be the logical thing to do—this is just a 
statement on my own account—that if we set out in the thirties, to 
legislate inflation by the reduction of gold reserve behind deposit lia- 
bilities, from 35 to 25, and reduction of the reserve of gold behind 
Federal Reserve notes, from 40 to 25, it seemed to me that if we want 
to stabilize and now stop this inflationary tendency, we should do an 
about-face on some of the things which we did in the thirties to create 
inflation. I don’t understand why the administration doesn’t agree 
— such a program. The point is, I ¢ an’t take seriously the dem- 

vogy with respect to direct price controls, and consumer credit con- 
eral and real estate credit controls, when it is apparently the admin- 
istration’s policy to continue the inflation that we created in the thirties. 

The Cuarman. Well you gentlemen deny it is the administration’s 
policy to create and continue inflation, don’t you / 

Mr. Devano. Certainly, very definitely. 

The Cnamman. We are also in favor of the control of prices and 
wages in an effort to prevent that, are we not’ That is my opinion. 

aS there are no further questions, you may stand aside, ventlemen. 

Call the next witness, Mr. Clerk. 

The Cierk. The next witness is Mr. Ben DuBois, secretary of the 
Independent Bankers Association. 

The Cnamman. Mr. DuBois, vou may identify yourself. 


STATEMENT OF BEN DuBOIS, SECRETARY, THE INDEPENDENT 
BANKERS ASSOCIATION 


Mr. DuBors. Tam Ben DuBois, of the Independent Bankers Asso 
ciation, Our office is in Sauk Centre. May TI proceed / 

The CuarrMan. You may proceed. 

Mr. Dt BY TS, With fe VW exceptions, if there are any, bank holding 
compan Ss came into existence for the purpose of « vading the laws 
pertaining to banks. It permitted a system of multiple banking in 
States that prohibited branch banking and under the holding-company 
device, the law prohibiting branch banking across State sep were 
overridden. Therefore, it seems unlikely that there can be a really 
good bank holding company, as bank holding poner were eee 
for the purpose of evasion, 

For many years our association has pointed its attae k on Trans- 
america. That corpor ation was in the limelight due to its gigantic 
size, its aggressiveness in continually acquiring more banks and, its 
engaging in business other than banking. Transamerica went so far 
that the Board of Governors of the Federal Reserve System felt that 
it was in violation of section 7 of the Clayton Act. As you know, 
the Board found against Transamerica and the issue is now in the 
courts. The Clayton Act is difficult legislation under which to proceed 
and the experiences of the Board prove conclusively the need for 
bank holding-company legislation. 

I would now like to call the committee’s attention to another very 
large bank holding company, the Northwest Bancorporation, with 
headquarters in Minneapolis. This corporation avoided censure by 
the Federal Reserve Board, perhaps profiting from the experience of 
Transamerica, by not engaging in business other than banking. The 
same ambitions that were so noticeable in the Gianninis were ap- 
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parent in the management of the Bancorporation. Transamerica 
confined its operation to one Federal Reserve district, the twelfth. 
The Bancorporation owns banks in three Federal Reserve districts, 
the seventh, the ninth, and the tenth district. The corporation’s con- 
trol of its banks is 100 percent but it distributes qualifying shares to 
so-called directors but with some arrangements for taking back these 
shares whenever a director retires. In substance, the directors of the 
corporation’s banks don’t truthfully own these qualifying shares. 

The Northwest Bancorporation owns 43 banks and offices in Min- 
nesota. These banks are strategically located in the better cities of 
the State and they are among the bigger banks of the State. At the 
end of 1951 the combined deposits of the banks owned by the North- 
west Bancorporation in Minnesota reached almost $800 million. 

In Iowa the Bancorporation has only four banks but it owns the 
largest bank in that State. 

In Nebraska, the corporation owns five banks. 

In South Dakota the Bancorporation is engaged in both holding- 
company banking and branch banking. In that State some of the 
larger banks are made parent banks of a number of branch banks. 
The First National Bank of Aberdeen has five branches; the First 
National Bank of the Black Hills has seven branches; the Northwest 
Security National Bank of Sioux Falls, six branches; and the Ban- 
corporation also owns the First Citizens National Bank of Watertown. 

In North Dakota the Bancorporation owns nine banks. 

In Montana the corporation owns seven banks. 

In Wisconsin the Bancorporation now has only one bank. 

The Bancorporation owns a total of 91 banks and offices and the 
combined deposits of all these banks reaches the staggering total of 
$1,405,000,000. You can readily see why the small bankers who are 
met with this competition fear this octopus: why these bankers feel 
that the Bancorporation is already big enough: why they want legis- 
lation that will control its expansion. Recently the Northwest Ban- 
corporation floated a $10 million preferred stock issue. It is in an 
excellent position to acquire more banks to expand much further. 
This isn’t the only large bank holding company operating in the 
Ninth Federal Reserve District and holding-company trouble isn’t 
centered in that section of the country. In the hearing on S. 2318 in 
Mareh 1950, Mr. McCabe, then Chairman of the Federal Reserve 
Board, referred to 83 holding companies. 

These holding companies ‘included 525 banks with 1,217 branches 
or a total of 1,742 banking offices in 41 States and in the District of 
Columbia. These banks held more than 18 percent of the total de- 
posits of all the commercial banks in the United States. 

I think this report was based on the end of the year 1948. Perhaps 
it is somewhat changed since then. 

We are of the opinion that many of the bank holding companies 
are satisfied with their present status, do not desire to expand fur- 
ther and are favorable to the bill before us, H. R. 6504. Those bank 
holding companies that oppose this legislation can be classified as 
holding companies that have not as yet reached their fill. 

In the complicated society in which we live we know that business 
must be regulated, that without regulation business would run amuck. 
It is necessary, of course, that banks be under definite regulation— 
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regulations that prescribe what they can do and what they cannot do. 
Surely bank holding companies should come under these same regula- 
tions. If the bank holding company is not properly regulated, sub- 
ject to examinations, and so forth, ultimately there will be trouble 
and bank holding companies may be faced with a kill bill. 

Again referring to Mr. McCabe’s statement before the Senate Bank- 
ing Committee in March 1950, we would like to quote: 

The potential evil of unlimited expansion by bank holding companies is a 
very serious one. The holding-company device is a readily available instru- 
ment for acquiring as many banks as a holding company management has or 
can raise the funds to purchase. In some instances the acquisition may occur 
simply as a result of an exchange of stock of the holding company for that of 
au bank. As each new bank is thus added to those already a part of the holding- 
company system, such bank automatically becomes in effect, though not in name, 
a branch of that banking system. Gradually or precipitately, as the case may be, 
the holding company may obtain and control a greater and greater percentage of 
the banking offices in a particular area. It may become the dominant banking 
influence in such an area. Indeed, it may even be possible in this manner for 
the holding company to extend its banking power to monopolistic proportions. 

In the 1945 report of the Federal Deposit Insurance Corporation 
there was a warning issue; we quote: 

Monopoly in the banking business must be carefully guarded against. Only 
under competitive conditions will the banking system satisfactorily discharge 
its function of allocating credit to those who can make the most efficient use of it. 

It is quite apparent that the people of this country are opposed to 
monopoly—witness the legislation that the Congress has passed in the 
last two generations. A banking monopoly in this country is un- 
thinkable, even a monopoly in banking over any large section is an 
abuse of the public. The people like local independent banks but 
the public is rather helpless in this situation and it is the duty and the 
responsibility of independent bankers to point to the monopolistic 
danger that confronts us and to support legislation that will halt the 
growing tendency toward monopoly banking. 

I have always felt that the issue before us is much more than a 
banking issue. My enthusiasm would be less if we were merely try- 
ing to defend only the independent banker from holding company 
absorption but I honestly think that in defending independent bank- 
ing we are rendering a distinct service to the people of this country. 
The extension of credit cannot be safely left to a few super bankers. 
It is far safer to have the disposition of credits well-diffused, the 
the community banker passing upon the credit of the people of his 
community and subject always to the wholesale competition of a 
neighboring independent bank. The small banker and the small- 
business man are essential to one another and they both have played 
an important part in the building of their respective communities. 

The bill before us represents the accumulated knowledge secured 
through 9 years of deep study and the testimony that has been de- 
veloped in a number of Banking Committee hearings as to how best 
va properly regulate bank holding companies. Seldom has legisla- 
tion been more carefully scrutinized. The first bank holding com- 
pany bill was introduced by Mr. Patman on June 1, 1948. Since then 
Mr. Spence has introduced a number of bills—Mr. Wolcott a sponsor 
of a bill, and over on the Senate side, companion bills. The Senate 
Banking and Currency Committee had an extensive hearing on S. 829 
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back in 1947. The bill was recommended by the committee but didn’t 
reach a vote in the Senate. 

When Chairman Spence had prepared H. R. 6404, his staff evidently 
reviewed the bills earlier introduced and the testimony that was de- 
veloped at the hearings. This bill eliminates we believe, all valid 
objections that have been raised but it is by no means a toothless bill. 
lis passage would do the things that must be done if we are to maintain 
a democratic economy, free from insidious exploitation of a banking 
monopoly. 

The sum and substance of this bill is simple: It forbids bank holding 
companies from doing the things that are forbidden to banks; it mits 
the expansion of bank holding companies as banks are limited; it 
preserves the autonomy of the different States and subjects the holding 
company to State laws. Further, it regulates the holding companies 
is banks are regulated. The only punitive feature of this bill is that 
¢ companies must divorce themselves from unrelated business, 
and the defenders of the rights of a bank holding company to be in 
business other than banking are few indeed. This is fair legislation 
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dit is legislation that is much needed. 
Phe supers isory agents in their statements of the past have sup- 


ported the needs for adequate bank holding company legislation. 
The Federal Reserve Board has put in a great deal of work on a 
a e company bills. Its viewpoimt has changed 
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We witnessed that in t 

In some instances the Board has reversed itself, but we cannot 
see how the Board can argue against regulating bank holding com- 
panies as banks are regulated. 

The American Bankers Association in its convention in Boston 

1937 passed a resolution which reads as follows: 

We are definitely opposed to any proposal or device looking to the establish- 
ent of branch-banking privileges across State lines, directly or indirectly. 
Phis resolution was reaffirmed in the ABA convention in Detroit 
n 1948. Holding companies in many instances are in direct. viola- 
ion of this resolution. The bill before us has a provision that fully 
upports this ABA resolution. We feel, therefore, that we can depend 
upon the American Bankers Association for its aid in securing the 
passage of this bill. 

The passage of this bill would go a long way in preserving our 
old system of independent banking, which through the vears has 
played its full part in the development of this country. The Con- 
gress from time to time, by wise legislation, has strengthened the 
banking system of the country. The insurance of deposits by the 
ederal Deposit Insurance Corporation has been of great benefit to 
the smaller banks, and has stabilized banking to a marked degree 
and has given the depositor an added assurance of safety of his funds. 
Many independent banks scattered throughout the country spread 
the risk to the Federal Deposit Insurance Corporation. A Corpora- 
tion that has so benefited the small banks should be much interested 
in seeing legislation passed that would preserve the community bank. 

The Independent Bankers Association, of which I am secretary, 
has a membership in excess of 4,400 members scattered in 39 States. 
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At its convention in Minneapolis on May 20 of this year it went on 
record with the strongest resolution it could write in support of this 
bill. We hope this legislation meets with the committee’s approval. 

It is really necessary. We are right to the point where inde- 

pendent banking is at the suianda: We must preserve what we 
have got in the way of independent banking or it 1s going to slowly 
ebb away. I thank the committee very much. 

The CuairMaAn. I suggest we call Mr. Harding because he represents 
the Independent Bankers Association of the Twelfth Federal Reserve 
District. 

Mr. DuBors. He represents the Independent Bankers of the Twelfth 
Federal Reserve District. 

The Cuairman. Do you want to make a statement, Mr. Harding? 

Mr. Harpine. Yes, Mr. Chairman. 


STATEMENT OF HARRY HARDING, PRESIDENT, THE FIRST 
NATIONAL BANK OF PLEASANTON, CALIF. 


Mr. Harpine. Mr. Chairman and members of the committee, I am 
Harry Harding, president of the First National Bank of Pleasanton, 

Calif., a $214 million bank in a small town of 2,500 people. ‘There 
is another bank in that town which is a branch of the largest bank 
in the country. 

1 am president of the Independent Bankers Association of the 
Twelfth Federal Reserve District, which includes the seven Western 
States, Hawaii, and Alaska. 

The two independent bankers’ associations have worked very closely 
together to secure the enactment of leeislation to regulate bank hol |. 
Ing companies. 

We feel that the two associations represent the views of the more 
than 13,000 independent banks in this cou: utry. We feel that the need 
of this legislation is desperate, and is becoming more so because each 
vear the Congress fails to act in the matter, the holding companie 
take that as permission to carry on theire Xpi ansion, 

In the March 29 issue of Business Week, an article appeared com- 
menting upon the fact that Robert Youne, through a number of in 
vestment companies, had acquired 914, percent of the stock in the 
Marine Midland Corp., a bank holding company operating in the 
State of New York and the comment was made that Mr. Young in 
not buy in companies to sit still, and the question was, What did | 
intend todo? Was there a merger in view with Transameric , G 

We do not say that any merger is in the mind of anybody, but we 
do raise the question for you to think about. Suppose some individual 
does come along and org anize & superhol ling company, and succeeds 
in tying together the Bay State Corp. of Massachusetts, with its some 
80 banks, I believe, the Marine Midland C orp., with about the same 
number, the Northwest Bank Corp., and Transamerica, these com- 
panies operating in virtually half the States in the northern part of 
the United States from coast to coast. We will then have a super- 
banking system. 

We have seen bank holding companies issue stock, and raise large 
sums of money. They do not raise that money to sit still and wait. 
They raise it to put it to use. 
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And so we say, that if we are to check this expansionistic movement, 
Congress must act before it becomes too late. 

Now as regards a question that was asked a minute ago about the 
expansion from 1930, and the answer being that there was relatively 
very little increase in the number of banks, or in the size of the hold- 
ing companies, I might say that you should take into consideration 
certain facts or occurrences that happened in the early thirties. 

In February 1938 the Federal Reserve Bulletin reveals that the 
number of banking groups in the United States had declined from 
97 on December 31, 1931, to 52 on December 31, 1936. 

But these organizations that are reported as so wonderful in pro- 
viding management for these small banks, of that number, 24 had 
failed, according to this bulletin, and 17 had converted their banks 
into branches. Seven had sold their banks. Only 42 groups were in 
operation in both the above States. 

As to the advantages that have been claimed for bank holding com- 
panies in providing certain benefits that seem to excuse their existence, 
[am reminded of an occurrence when a bank examiner and I were dis- 
cussing the failure of a bank at one time. This bank had failed be- 
cause the individual who was the head of the bank had embezzled a 
large sum of money, and the bank examiner said, well, he could not 
understand how a man like that could do anything because he had 
always operated his bank in a proper manner, very careful in making 
his loans, very careful in his operations. 

The fact of the matter is bank holding companies, as we see it, are 
organizations that were set up to take advantage of loopholes in 
present banking laws. The laws of the Nation say that a bank cannot 
have a branch across State lines. And in many States, banks cannot 
have branches, or the branches are limited to certain areas. 

But through the holding company device, it has been possible to 
circumvent and evade these laws, and, as has been pointed out by the 
Federal Reserve Board Chairman, and by others in testimony, and 
by Senators themselves at hearings, the evasion of the Nation’s bank- 
ing laws is the root of the prob lem, and in the letter which the Federal 
Reserve Board addressed to Chairman Spence not very long ago, they 
put their finger clearly on this weakness: the evasion of the Nation's 
banking laws through the holding company device. 

Eliminate that possibility of evasion, and the bank holding com- 
pany ceases to be a problem, and the Spence bill sets out to do just that. 

The Spence bill, in its declaration of policy, presents the wishes of 
Congress that these aggregations of capital and control of banking 
assets of the country, should be restricted, and we believe any law 
adopted should clearly set forth the wishes of Congress in this matter. 

We say that discretionary power should be restricted to a minimum, 
as far as the administrative agency is concerned. We say that because 
we see that administrative agencies do change their views, as personnel 
changes, and I refer to the 19483 report of the Federal Reserve Board, 
where the definition existing in the Federal Reserve Act, to which Mr. 
Robertson called attention today, and which he seemed to think was 
sufficient, under present circumstances, in the report of operations for 
the year 1943, the Board emphasized that definition in the present act 
was inadequate. 
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They say: 

In the first place, the existing statutory definition of a bank holding company 
is inadequate. Effective control does not depend upon the ownership or control 
of a majority of outstanding shares. 

Anyone that deals with a corporation knows that control can be 
exercised by owning less than 50 percent of stock. 

The Reserve City Bankers, in its exhaustive study of the bank hold- 
ing company problems, set forth the fact that a mathematical formula 
alone is not sufficient. There are other w ays of exercising control. 

The Board goes on to say: 

The number of shares owned or controlled, as compared with the number of 
shares voted for the election of directors at the preceding election, is an equally 
unsatisfactory basis for determining whether a holding company affiliate rela- 
tionship exists. 

But that is another feature of the present law regarding a definition. 

In the Board’s experience, the case in which regulation is most necessary is 
likely also to be the case in which advantage has been taken of the gaps in the 
statutory definition with respect to the number of shares owned or controlled. 
The Board believes that these gaps should be — in by incorporation in the 
statute of more realistic definitions envisaging the manner and means by lich 
effective control actually is exercised. 

And those provisions you have in H. R. 6504. You have virtually 
-the same prov ake that were in S. 829, and S. 2318, both of which bills 
were pre pared by the Federal Reserve cay heed upon their close 
contact with this situation, and exhaustive study over a period of many 
years. 

So the definition, we say, in the Spence bill, is adequate, is necessary, 
and does restrict to a minimum the discretionary power in the admin- 
istrative agency. 

We feel that the discretionary power to excuse or exempt com 
panies—and we heard today that 80 companies were exempted by 
the Federal Reserve Board under present law—should be restricted. 
We feel that, while we do not distrust in any way the intent of the 
members of the Board, nobody can tell who will be members of the 
Federal Reserve Board in years to come. Senator Maybank, in hear- 
ings on 8. 2318, raised that question, What about future Boards? And 
how do we know, that unless exemptions are restricted to a bare mini- 
mum, that some Boards in the future may not welcome holding com- 
panies, and by some excuse say they are not engaged in the business 
of managing banks, merely owning banks, and exempt them. 

We feel that the escape clause should be restricted as it is in the 
Spence bill only to nonprofit organizations such as colleges and chari- 
table organizations, because we can see no danger of expansion in such 
cases, 

As far as the acquisition of banks is concerned, I have stressed the 
fact, as Mr. DuBois did, and as the Federal Reserve did in its letter 
to Chairman Spence, that it is this ability to evade the present laws, 
regarding branches in States and across State lines, and to engage 
in nonbankitig business, that has created the problem. 

H. R. 6504 ‘definitely restricts or prohibits the acquisition of stock 
in a bank being approved by the administrative agency, when the laws 
of that State would not permit a branch bank, and prohibits the 
acquisition of bank stock in a bank located outside of the home 
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State of the holding company, making the operations of the holding 
company conform to the operations of a bank as it functions in that 
State. 

We feel that these restrictions take away the discretionary power 
from a Board that might permit, if it saw fit, the expansion of hold- 
ing companies, regardless of the wishes of a State in that mat- 
ter. 

Now certainly, it is to be assumed, I believe, that 1f a State passes 

law that they will not spe a branch bank in that State, they do 
not want their laws evaded through the holding company device, and 
a corporation organized in another State to come into that State and 
buy banks, operate them to all intents and purposes and branches. 

No State can passa law that can prohibit an out-of-State corporation 
from doing that. 

We have in the State of Washington a lew which prohibits a cor- 
poration from owning stock in a State bank, organized under the 
laws of Washington. But we have Transamerica owning stock in a 
bank in the State of Washington, a branch banking system with 
numerous branches. But the answer is that the holding company does 
no business in the State of Washington, and the State of Washing- 
ton cannot protect itself. 

That was brought out in the testimony on S. 2318, when a past 
president of the Virginia Bankers Association testified that Virginia 
could hold its own, as far as passing laws to regulate the operation 
and expansion of branches in their State was concerned, and had done 
o, but that there was no way whereby they could protect themselves 
against the invasion from an out-of-State corporation, coming into 
that State and buying banks and operating them to all intents and 
purposes as branches. 

So that situation is fundamental and goes to the heart of the matter, 
and if we can acree 5 that fact. that the laws of the State regard 
ing branches should be protected so that no holding company can 
vade those laws. we have, in a large measure, solved the prob 


As far as engaging in nonbanking business is concerned, there are 
really only a few, very, very few companies, that engage in non 
banking businesses in a large way. The Equity Corp., which own: 

» Morris Plan Banks, and Transamerica Corp., particularly. Some 
of the others do to a lesser degree, but those two organizations do it 
ina very large way, and practically everybody is agreed on the divest- 
ment of nonbanking businesses as something that is essential to pro 
tect the banks of the country. 

The point, then, as I see it, to summarize briefly, and not having any 
opportunity to prepare a statement analyzing the points which Gov- 
ernor Robertson presented here this morning, is largely one of defini- 
tion of what constitutes a bank holding company, and how, and 
under what circumstances, these bank holding companies should be 
permitted to expand. 

We believe that, with the Federal Reserve Board tliemselves, as 
stated in their 1943 annual report, that the definition of the existing 
law is not sufficient. That not only must we provide for those com- 
panies that now exist, that need to be regulated, according to the 
Board’s views, but also for the corporations that might be organized 





i 
i 


Ce ON 


3 ENS RS DUNNER 7 


en 2 


SALES aN RN 4 





ae 


A TFTA EE OOP OEE ME BEATLES IST LY HE OLGLNEE ICM CT a AME etna 


PRE NOT SRSA HARE I 





REGULATION OF BANK HOLDING COMPANIES 49 
in the future, or, like some small holding companies about which I 
know a little, which may become controlled by a new individual, with 
ambitions to expand. This definition must be broad enough to cover 
those individual situations and must be tight enough so that no board 
that chooses to do so can excuse any fr iendly groups from the legisla- 
tion. Because we believe the legislation should apply to all alike. 

So as to the definition, and the restrictions on expansion, as em- 
bodied in this H. R. 6504, we strongly urge that these two provisions, 
above all else, be embodied in any legislation that Congress may — 
so that no group, bankers included, can evade the laws of the Nation 
regarding banking, and do what banks cannot do. 

I will be glad to answer any questions, Mr. Chairman. 

The CratrMan. Are there any questions? 

Mr. Kinsurn. Mr. Chairman, may I put a short statement in the 
record with reference to this testimony ? 

The CuarrmMan. Yes. 

Mr. Kingurn. Mr. Chairman, I think a bank-holding bill comes 
very properly before our committee and TI would be inclined at the 
present time to probably vote for a proper bill. 

I do feel, however, that all the people affected by such a bill should 
be heard. I also think that the State banking authorities should he 
heard and the effects of such a bill fully explored. 

Since we are holding hearings for only one session now, I dislike to 
have the impression go out to the bankers of the country that these are 
the only hearings that are going to be held. I know, Mr. Chairman, 
that you feel as I do. Before this bill is ever taken up in our com- 
mittee we should have full and complete hearings. Since this hearing 
is only for a half a day, I want the record to show the bankers in the 
country that we are going to hold complete hearings before the com- 
mittee decides on what kind of a bill it wants. 

Mr. Tauie. Mr. Chairman. 

The CHairman. Dr. Talle. 

Mr. Tair. T should like to ask you, Mr. Harding, what the hold- 
ing companies do when they take over a bank. 

Mr. Harprnc. Well, they do several things. 

Mr. Tatu. If I may continue, I am interested in what they do with 
the assets of the bank they buy. When they take it over, do they 
permit the assets to remain at the same valuation as that which the 
bank itself named as the valuation before they became part of the 
holding company ¢ 

Mr. Harvine. | could not answer that as far as all cases are con- 
cerned, but I do understand that in many cases bank assets have been 
purchased by a holding company and carried on the holding com- 
pany books at the cost of those assets, regardless of what they may be. 

The holding company, of course, is a private corporation. It is not 
a bank. 

I might cite how many banks in the State of California were ac- 
quired. A small amount of stock was purchased from individuals. 
and added to, as time went on, until finally a sizable block was obtained, 
and then it was proposed that the bank liquidate, selling the assets 
toa bank. The bank that purchased the assets would pay for those 
assets to a large degree by assuming the deposit liabilities. The bank 
would liquidate. And, frankly, through that means, many independ- 
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ent banks were acquired without the holding company, or the bank 
that acquired the deposits, putting up a dollar of their own money, 
because in the liquidation they were able to get as much as they paid 
for the stock, and even more, because bank stock, as a general rule, 
sells below the actual book value or below the liquidating value. Banks 
usually write down their buildings, and furniture, and fixtures, to a 
very low figure over a period of time, and the sale of assets of that 
kind has usually resulted in the return of any excess price that the 
holding company paid for the stock of the bank acquired. 

Mr. Tate. Do you know of any instance in which the holding com- 
pany has carried the assets of the bank it has bought at a higher 
value than the bank itself carried those assets at ? 

Mr. Harpine. I would not be able to swear to that. The Federal 
Reserve Board, or the Comptroller of the Currency, certainly ought 
to have that information. 

Mr. Tate. Now let me pose this question: You mentioned a num- 
ber of large bank holding companies, and then you suggested that 
a superholding company might be organized to take over those hold- 
ing companies, which would be one gigantic bank holding company 
the country over. 

If some President of our country should decide, at some time, that 
he wanted to seize the banking industry, there would be a beautiful 
organization. 

Mr. Harpina. Absolutely correct. 

Mr. Tate. To take over the entire picture. 

Mr. Harpine. No question about it. It is very much simpler to take 
over a half dozen Nation-wide chains than it would be to take over 
some 15,000 independent and separately owned and operated banks. 

Mr. Tair. Thank you, Mr. Chairman. 

The CHarrMan. Under the laws of what State is the Transamerica 
holding company organized ? 

Mr. Harpine. My recollection is that it is a Delaware corporation. 
It holds its annual meeting in Wilmington, Del. But its operations 
are on the west coast, primarily. 

The CHarrmMan. Are there any other questions / 

Mr. Wotcorr. Mr. Chairman, apropos of what Mr. Talle said about 
the ease with which these holding companies might be taken over, I 
might suggest an easier and more direct way to do it, which was recom- 
mended by the bill which with modifications finally became the Bank- 
ing Act of 1935. 

The recommendation at that time was that we politicalize the Fed- 
eral Reserve Board and give the President the authority to remove any 
of its members at will, to force all the banks to come into the Federal 
Reserve System in order to be eligible for insurance under FDIC, and 
that ipso facto would have given the President the authority over all 
credit and all banks. It would be a much easier way to doit. It has 
already been suggested. 

Mr. Tatie. I agree with you. 

The CHarrman. I do not think that would be quite as effective as 
to oranizing a super holding company. I disagree with that. 

Mr. Wotcorr. You do not disagree with the fact that it was tried ? 

The CHarrman. I do not think giving the President such power 
would be quite as dangerous as giving a super holding company the 
power to take over the banks of the country. 




















LaTAD 





REGULATION OF BANK HOLDING COMPANIES 51 


If there are no further questions, you may stand aside, Mr. Harding. 
We are happy to have your views. 

Mr. Woxcorrt. I might say, Mr. Chairman, I think we should take 
cognizance of an esteemed former member of this committee who is in 
the audience. 

The Cuarrman. We wish to apologize to Mr. Brumbaugh, whom we 
know is an expert on banking matters. If he wants to give us his 
views, we will be glad to have them. 

Mr. Brumpaven. Mr. Chairman, I would like to ask the question 
as to whether there will be any further hearings in connection with 
this bill. 

The CuarrMan. There will be further hearings, but when we can 
set them, I do not know. 

Mr. Brumpavenu. There will be further hearings, however, before 
there is any action taken by the committee / 

The Cuarrman. Yes, there will be further hearings. A number of 
people want to be heard. 

Mr. Brumpaueu. I should prefer, as far as I am concerned, to make 
a statement when you have a further hearing. 

The CuarrMan. Very well. 

Mr. Brumpaucu. There is just one matter, however, that I think 
should be thoroughly considered, and that is the difference of opinion 
between Mr. Robertson and this bill, in connection with the 50-percent 
clause, because we are of the opinion that the 50-percent holdings in 
any corporation would practically mean control of that corporation. 
With cumulative voting it would be practically impossible for any 
minority group to control that organization. 

As you “all know, to get the other 50 percent to vote unanimously, 
would be almost an impossibility. And in cumulative voting they 
certainly could control any board of directors. I think that should 
be given very careful consideration. 

There is very little difference of opinion on this bill between the 
ABA and the Independent Bankers Association, and we are of the 
opinion we can get together and iron out any of those differences by 
compromise, and so iron out any little differences we might have. 

The Cuarrman. As a matter of fact, some of the holding compa- 
nies have absolute control over banks which have very much less than 
50 percent of the stock at the present time; is that not right ? 

Mr. Brumpaven. If you will remember, the Rockefellers made the 
statement that they controlled the Chase National Bank during their 
entire career by holding less than 10 percent of the stock, and I am of 
the opinion that in most cases you can control any bank by holding 
15 percent of the stock, if you have a wide distribution of the balance 
of the stock. 

We have through the holding company devices, in Pennsylvania, 
led up to the monopoly of the Mellons in the western part of the 
State, through the Mellon Bank Corp., which has now been dissolved, 
but the Mellon National Bank has taken over its branches. 

I think now they have something like 42 banks, and their assets 
are over $1,700,000,000. 

We also have another bank that is running a sort of race with them, 
with the result that sooner or later in the western part of the State we 
will have a monopoly of two banks. 
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We control branch banking in the State of Pennsylvania by counties 
and contiguous counties, but through this bank holding company 
device, the control of some of these banks beyond these contiguous 
counties is still held by these institutions and as soon as they can break 
those barriers down they will go beyond that particular territory. 

That, of course, is something that will require additional legislation 
in the future, because if we are going to preserve this unit banking 
system, we have simply got to bring about legislation to preserve it, 
otherwise we will be in the same position that other countries were 
placed in, where the Government took them over after they were con- 
trolled and owned by certain large interests. 

Thank you. 

The Cuairman. The committee will now adjourn. We will resume 
the hearings on this bill as time and opportunity will permit. 

(Whereupon, at 11:50 a. m., the committee adjourned.) 

(Norr.—It was not possible to, hold further hearings on this bill 
prior to the adjournment of Congress. ) 
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